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(EXAi-TNATION OF mk. JAnuES JATT TAYLOR CONTINUED BY iik. 
FRAWLEY). 

Mins FRAWLEY! wre Taylor, there is I think 

ohly one more item oh Exhibit "107", whioh is your break- 
down of administrative costs, and thet is a fairly large 
item of corporation tax which you paid to} L pndaame the 
Alberta Government under that name, of %23,000, which the 

Royalite pays? 

YOSe- 

That is a tax as I understand it roughly speaking on the 
Capital of the company? 

It is referred to as a corporation tax. 

Yes but I think, my recollection of it now is that it is 
based.an the capital, either issued capital or the nominal 
Gapital of the company, a certain percentage? 

No, I do not think that is so now, Mr. Frawley. I think it 
is on a proportion of the Dominion Income Tax basis or some 
such basis as that. 

You may be thinking of, I do not want to be disputing as to 
the facts, it would be much better'’to have them, but I 
think that is a pipeline tax, I think there is a separate 
tax imposed on this company, on its pipeline division, but 
that would appear as a direct charge? 

Yes, but this’ is ‘over ‘one--—" 

It is something different from that tax which I personally 
had something to do with, a tax imposed upon the pipeline 
which would properly be a charge to the pipeline? 

That would be under direct costs. 

So that is something else; I do suggest to vou this is a 


tax based upon the capital, perhaps the issued capital of 
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the company? 


1 a0 not think that is the calculation of that tax now. 


THE CHALRiAN: The capital stock you mean? 
Wk. FRAWLEY: Yes, the capital stock. 
MR. NOLAN: oy information is that that is 


not so now, it used to be so. 


THE CHAIRMAN: It is under some act. 

MR. FRAWLEY: Yes, it is under the "Corporation 
Tax Act”. 

Mike FRAWLEY: what I suggest now is, if it re- 


lates to and is measured upon the capital of the company, 
then a good deal of that should be berne by the drilling 
of wells department because there is a lot of capital @m- 
plovec there? 

That is right. If it is a calculation on the capital. 
Yes, if it is, so we will take it that way. 

If it is a calculation related in any way to the income I 
would say that would be a different matter. 

we will correct that, I will look into it myself and iir. 
Nolan probably will too, but fcr the moment you will assume 


with me if it is a tax based upon the capital, then it 


would seem right that a goodly portion of it should be borne 


by the drilling of wells department. 
If the calculation is on the capital, yes. 


That is true but your method of distributing these indirect 


costs does not allow of any such, of any portion of it being--— 


There is no allocation in our figures. 


That is the only point I wanted to make about that. 


THE CHAIRMAN: Have we had any evidence of the set- 


up of this company? 


Re FRAWLEY: The capital stock, and issued and so 
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THi UCHALIGViAN : Yes. 
hie FRAWLEY: You should have that, that is 


a matter that i:r. Nolan might do. iur-e Burns would be 
the ideal witness for that. 
THE CHATIn: AR: It would not be much trouble, 


and would you mind doing it, ur. Nolan? 


ue = NOLAN: No, we can just prepare a state- 
ment. 

THE CHAT RAN: Oh yes. that is all. 

WR. FRALEY: Yese 

THE CHA IhiéA N: Perhaps it does not arise now but 


this might be a convenient time to do the same thing about 


Imperial. 
mRe FRAWLEY: Yes, I will see as to that. 
Q wRe FRawLuY: Then perhaps just to repeat for a 


moment, to make it quite clear, none of the 420,000, the 
first item on the list of administrative expenses for 1938, 
mxhibit "107", none of thé salary of the general manager, 
ire 1.6Le0d, or the chief accountant, isre Burns, none of 
that is allocated to the drilling of wells department, your 
system does not permit or it being done? 

A Not to the drilling of wells or any other capital. 

Q So that in each year that they ere drilling wells, and that 
is every year, and we hope cont‘ nuously from now on, in 
every year that they are drilling wells then no portion of 
Mir. McLeod's salary goes to the drilling of wells department 
and necessarily more is borne by; well what is not borne by 
the drilling of wells department is borne in the pipeline de= 
partment? | 

A I think there might be found in years gone, years back, that 


there was no well drilling in some years. The drilling of 
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wells is not, by no means, a steady feature. 

I: see. 

Year by year aha it is a fluctuating element. 

Yes. 

The expenditure for the drilling of wells ahd that is 

ohe of the principles under which I claim that it is not 
proper to distribute to capital additions: 

So that because it fluctuates, I do submit, bir. Taylor; 

I do suggest to you Mr. Taylor, that because it does flue- 
tuate we find a year in which there is a big, quite a large 
drilling program? 

Yes. 

And in that year, although I susgest to you iir. McLeod's 
time for a goodly reasonable portion of it would be actually 
spent in the supervising of the drilling of wells, and Mr. 
Burns' time would be ozcupied in the stpervising ana the 
keeping of accounts in the driliing of wells department, in 
this year in which I am suggesting to you that there was a 
large drilling program, in that year no portion of the in= 
direct expenses amounting on Exhibit "LO7" to g102,000, no 
portion of that is allocsted against that drilling of wells 
department and nesessarily therefore it is borne by the other 
department in what I suggest is an unfair proportion but you 
say besause it fluctuates--— 

Not because it fluctuates. 

Not, .not agile because it fluctuates, but it does fluctuate? 
It does fluctuate. 


And you seem to think--- 


And I claim that that feature causes an artificial situation 
and. up to. this point,in the profits, and L carry that to the 


costs because the tw are mixed. 
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I cannot accept your description OL Lt ad) DeLne aruirieiat’. 

Mr. Morrison's pobeeheacen I think fluctuate considerably, 

I do not know Hibs much, but they do fluctuate and I want to 
know what you think about it, in accordance with the facts, 
that purely is the merit of one system againbt the other, 

while lire Morrison's percentage might fluctuates they fluc- 
tuate in what is after all the fact of where the expense 

was inCurred? 

The fact of where the expense is distributed on the two bases". 
Well it is distributed in accordance with the facts, it is 
distributed in accordance with where the money was spent, that 
is what wr. Morrison has done I suggest to you? 

‘I do not think one can say that it is according tc where the 
money was spent. If assumes, Mr. Morrison's basis assumes that 
the money is spent in that proportion, that is to say if we 
have a pesition where our payroll on construction work, capital 
expenditure work, is 50 % of the total payroll 69° 50% of the 
indirect and administrative expenses goes into capital? 

Yes, that is so. 

Ana it takes it out of operation into capital. 

Yes. 

And so the unit cost per barrel of transporting oil is ar- 
rived at and dL eheel tens to the next year and there is ne 
capital expenditure then all the 100% cf those expenses, 

those indirect administrative expenses, goes against the 


operation and I claim that that creates a distortion of 


your unit ccst. 


Yes. | 
Ana your unit costswhich, as I claim, do not, the total of 
those expenses do not fluctuate in acccordanece with whether 


they are capital additions or not, the expen ‘es are, 
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if you had a case where the expensés were the samé in two. 
years, I claim that you get a distortion of your unit costs 
per barrel of transporting oil by capitalizing on the basis 
of your payroll. | , 

Well Lire. Tay lor--- 

As against operation. 

Yes, I do not quite understand your use of the word "dis-~ 
tortion", it may be that the cost is more in some years than 
others, vut is that not something which is found in many many 
businesses? | 

Yes, that is so and my point is that we get here, I will put 
it this way, Mir. Frawley, supposing this capital expenditure 
which took place in the pipeline department in the eight 
monies ended September JS0th, 1958 had been, instead of in the 
pipeline department, the building of an absorption plant and 
assuming that there were no capital expehditures in the pipe- 
line department ane you distribute on the basis of your 
payroll to that capital expenditure, it would take all your 
direct costs which now fit in the pipeline d&Partment, be- 
cause there was considerable capital expenditures in the 
pipeline department, but if we moved thvse to the absorp- 
tion plant we would get a Situation as to indirect charges 
against the pipeline department that I say would be dis- 
torted on account of the fact that a capital expenditure 

was going on in some other department ? 

Well would not, it all comes back to the same thing, if 

there was more capital expenditures being done, there was 
more activity in the absorption plant department, would not 
the general manager's time be more spent in that depart- 

ment thad in the pipeline department? 


But as between departments I say this, as between departments, 
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if we made that allocation++4 
Yeqs. 
And took it to the absorption plant, it would take it out 
of the pipepine department and you would have a figure in 
the pipeline department which did not represent a normal 
operating figure. 
There seems to be, perhaps the aifficulty between us, iiré 
Taylor, is that you are enxious to have some uniformity in 
the account, whereas I am only anxious to ascertain what 
the fact is, as to where these expenditures went on, 
whether it is distorted, to use your word, it makes one 
year high and one year low, I for my part, it does not dis- 
turb me? | 
For my part uniformity is a very important feature. 
Yes, and that 1s why you have taken averages throughout? 
I beg your pardon? 
That is why you have resorted so frequently to averages, 
you have veen endeavouring to show the Commission what the 
average cust is? 
We have done that automatically. I mean if you prepare a 
statement for .seven or eight years, I think the average 
figure is.a figure of some interest. 
Well now the average means of course the low figure balanced 
cff with the high figure? 
That is correct. 
Well now is it of any great value for us to know what etther 
one of those extremes are, as to what the medium figure is, 
is not the fast of the high and the fact of the low of 
more interest to this Commission, where it is and what year 
is high and Bie year is the low, what value to them is it 
to know the average for their purposes? 


I know in my experience in setting up profits for instance, 
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the average figure is quite an important One. Supposing 
you are quoting figures in a cea ee offefing Securities 
to the public for instance. 
Q Yes? 
And your earnings Go fluctuate back and forth? 
Q Yes? 
The investor is interested in what the average situation was 
over the period, he must have it year ty year of course. 
Q YOu see. re Taylor, 1 see that point, but would not the 
investor, the investor might like to know the average but 


you woulec not fail to give him the high amd the low? 


A Year by year figures, certainly. 

Q You would undoubtedly give him the other figures, and the 
other is just a ready reference, it is just a calucalation? 

A Iv gives him a figwre of what is, just as it says, it is 


the average position over those four or five years. 

Q Yes, taking--~ 
Because it would not be right for him to look just at ths 
high figure nor just at the low figures vut by averaging them 
you give him an ovewall picture of the fluctuation from year 
to year. 


This is perhaps getting a little beyoni what we are doing, 


@) 


but let me follow this up, if you say you want to ive an 
investor a pictuwe of what an industry has been doing and 
we find in the last five years the position of the company 
has been a steadily rising one but in the first five years 
it had been very ordinary if not going downward? 

A Yes 

Q But for five years there has not been a break in the steadily 
rising position of the company? 


A Yes. 
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Is mot the high and the next, and the next, of the last 
three or four years, is that not what he is interested 
ne 

Not necessarily, nen Frawley. You might have a picture 
thebe, @a company which goes through 2 cycle cf maybe ten 


years of high figures and low figures. 


»Y@Sse 


There is no, it might quite well be that there is no as- 
surance that the high figures are going to continue. 

No, but you give him the whole picture, perhaps there is 
not much between us, you give him the whole picture and 
if he is going to spmd much money he is going to look at 
it carefully and he is coneerned, all he has to do is 

to add up the number of years and divide by the number of 
years, all he is interested in knowing is what the effect 


of the high is and the effect of the low? 


Yese 

And I say the same about this Commission, perhaps I should 
call your attention to the fact of wiat the Commission is 
considering, they are considering primarily what affair, 

what the actual cost. what the actual cost is and then what 
in their opinion what is a fair and equitable cost, that is 
one half of the task? 

Yes. 

An@ then following on from that. to find out in their opinion 
what a fair and cquitable rate should be, so could they not 
have completely dischearge¢ their duty in simply taking, I am 
not suggesting they would have done it that way, but couldn't 
they have complutely dischurged their daty by taking. the 
year 1938 and finding out what the cost was in 1938, then 


they could 88Y to the Lieutenant-governor=in=council the 
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cost is, the present cost, in any cvent, the cost id; 
whether or not it was before but it now is so many cents? 
Yes. 

But they have. gone page over the other years, and have not 
both of us gone back over the other years for comparative 
purposes, te let the Commission know whether the 1938 cost 
is something fair or whether it is a completely abnormal 
one, completely apart, and out of any reasonable calcula# 
tion, but is not the primary task of the Commissior to 

find out what the cost now is of putting a barrel of oil 
through that pipeline? 

Yes, that is the task, and I think in that, in taking cog~- 
Nigance of that some thought’ would be given to the 
probavility of the continuation. 

Well that is something else now? 

Of the experience of 1938. 

Yes, that is whe ther the 1909 and 1940 are going to go «long? 
Yes. 

Well I have some views about that, perhaps it is not impor- 
tant to discuss them with you at the moment, I do not mind 
doing it, but perhaps this is not the occasion for it, to 
enter into a discussion about it, that there is another 
place for that but if the Commission is, as you say then, 
primarily concerned with ascertaining the cost, first the 
actual cost and then what in their opinion is a fair and 
equitable cost, are we not then concerned with fixing, tak- 
jing Mr. McLeod's salary for 1948 and seeing if we can put 
some portion of it on the other departments in whose bus- 
iness he was from day to day engaged, Now that is a thing 
which I do not want to labour unduly but I want to know 


whether, as an accountant, I just suggest to you that an 
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accountant should be able to figure out some way; as ine 
deed ir. Morrison has endeavoured to do; Bome way in 
which some portion of Wr. ijcLeod's salary Should be 
charged aga inst the drilling of wells, if in fatt, 4s I 
dare say there is no doubt, he was engaged in that dee 
partment's business. Now lr. Morrison's degree, per~ 
centage, may be wrong,I am not discussing that for the 
moment, wr. viorrison's percentage may be wrong but you 
have allocated none, none, of those expenses to that? 

A On the grounds of the discussions whish we have had be- 


fore of these matters. 


& 


Yes, all right, s0 we will leave it there, you say tkat 


distortion bothers you and you Go not want to make any 
allocation, now then there is one aspect there, the 
Royalite Oil Company gas some subsidiaries, the Dalhousie 


Oil Company and the Foothills Company? 


A Yes. 
Q Which are carried as sepérate legal entities, but con- 


trolled by kRoyalite. that is so? 


A That if so. 


Q And the Dalhousie Company is engaged in drilling wells? 
A I cannot say as to that. 
Q We will assume that that is the fact. I do not KNOW whether 


Dalhousie drills wells or not, we will pass fram that, be- 
cause I do not want you to assume something you do not know, 
or your people here cannot tell you that is so, but the 
Royalite Oil Company does drill. you know this to be a fact, 
does drill for other sompanies? 

A Yes, that is so. 

When they send a bill to the comoany for whom they have dril- 


led a well, do they not add something for administrative costs’ 
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ny fF cannot say as to that. 
i 
Q well you do not know about that? 


A No I do not know. 

Q So it would not hélp if I should suggest to you that they 
do, you cannot accept my Be eent one 

A No, without going into the matter. I have het anes any 
inquiry in that regard. 

a Now, hire Taylor, we may have to come back to that; the 
Chairman asked you yesterday and I think it is a fact that 
you said something of that sort was being prepared, I am 


referring to the rate in cents per barrel which emerged 


from your allowing of the 20% return? 


A Yes. 

Q And you intended to file such a statement? 
A Yes, I have it ready now. 

2) You have it ready now? 

A Yes. 

Q well I suppose it may as well be filed NOW + 


A I do not believe I have that with me but it is prepared. 

Q You will perhaps bring it when you come after lunch? 

A Yes I will. 

Q WAJOR LIPSETT: Mr. Gaylor, in connection with 
that line of cross-exumination that lire Frawley was sub- 
mitting to you, would you look at page 1, the bottom page 
and the beginning of page @. of your own report, sxhibit 
OS 2 

A Yese 

I just want to quote you, ure Frawley put the bottom of 

page 1 to you but I want to refer you to the beginning of 


page 2 as well: 


"Royalite Cil Company Limited is primarily a producing 
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company and its revenues have principally been 

derived from the production and sale of oil 

and natural gas". 
Yes. 
Then if you go on over the page: 

"Incidental to its production operations, pipe- 

lines were laid for the gathering and transport- 

ing of oil from the Turner Valley field to the 

Calgary Kefinery". 
Yes. 
Is that consistent with the view which you are giving now, 
that the pipeline should bear all the administrative costs 
and the Royalite Oil Company is more or less incidental 
to the pipeline? 
I had made no suggestion that the pipeline should bear all 
the administrative costs, sir. 
Or capital, so far as capital is concerned? 
That capital should not bear any. 
But the primary object of this Royalite Oil Company was to 
acquire land in Turner Valley and drill wells on it, was 
it not, was that not the primary object? i 
Yes, with a view to producing oil. 
Producing oil? 
YeS 
And then when they have done all that and got the wells and 
produced the oil, then incidental to getting it to the 
market they built the pipeline? 
Yes. 
Is not the drilling of wells really the primary object when 
they expended the capital on that, the primary object of 


the Royalite Oil Company? 
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A That is so, and I would say this that if you have a bus- 
iness, take Mr. Hill's caloulations for instance, where 
we have a completely new venture starting off, that was 
his, he had the reproduction values and he was rea Cr rs 


himself just going into a new venture. 


Q That is the pipeline venture? 

A Yes © 

Q Yes? 

A Well he capitalized, he added a figure for administrative 
costs during the time that the original investment would 
be constructed. 

Q Yes, but what lL was asking your opinion on, Mr. Taylor, 
was in reference to the Royalite Oil Company as it stands, 
was not the original object, whose salary were you refer- 
ring to, wr. Frawley? 

WRe FRAWLAY: ure MicLeod's salary. 
Q MAJOR LIPSETT: nite MeLeod's salary, the original 


ovject of the Royalite Oil Company and the original object 
of having ir. tiecLeod, was to acquire land and drill wells, 
in Turner Valley? 

A That would be at the beginning of the company, yes. 

Q I can see, ur. Taylor, that there might be some change in 
the last year and a half when other people started sending 
oil through this pipeline? 

A Yeso 

Q But the earlier period, it really looked as if the whole 
object was to drill welis and spend capital on that and 
get production? 

A Yes, and I would agree at the beginning of any business and 
the setting up of any business new, that the overhead costs 


should be cs Ppitalivzed but that as soon as the new business 
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comes into production that there should be no further 
capitalization of capital expenses, that the operations 
Should absorb all of the overhead, from the point where 


that new venture comes into production. 


(Go to page 2921) 
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“Ve sCeP TSS 1IONoR LIPSstls But as far as the 
Opi llanosoievelrs tis coneerned, that end of the husiness, 
there is no such thing as the cominzs ihto produstion in 

the sense of an ordinary business. The business is to 
Continue to crill webis, tS lt) noty sofas: ton ké6ésp production 
going. There must alvays be Gapital outlay in a well dril- 
ling company” 
Yes, there is. 

I can see if you were referring eXclusively to the last 

year or two there might be something different, that the 
pipe line might become almost the primary business? 

Yes. This reference incidentally to its production operations 
refers back to the time when the pipe line v.as first laid. 
But DO wWwilb sey this, that the importance of the pize Line 

has assumed a much larger proportion of the complete picture 
than was the case in the years before. 

vote. Jone as Yes; of courses, that was 
inevitable, because the oil was there and many many producing 
wells, and only one reél economical way of transporting it 
out of the field, and the Pipe Line Department could not help 
but benefit tremendously from that development. That is go 
Ls tenes 

I think the figures show that quite plainly. 

One More question. I find in 195%, under the total of 
indirect expense, for the whole Royalite Company it is 

shown by your gxhibit "LOO" as »169,844.07. I do not know 
just wheré in the exhibit it is, but. it is. theres 

tes. 


Ano W134. That sis. C-7,. Mew Chadriaans. 


Les. 
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expense for the Royalite was ,190,439.92. That is 

for the nine months: 

Yes. 

And in 1936 it was only 9128,901.21. In 1985 it was 
only 60,299.61. Wow is there not just One conclusion 
from that, that the utilities expense went up, went 
avay up, with the urilling activity cf your Company 

and other companies - but this only effects your 
Company - your Company's drilling activity also 
increasea tremendously? 

if Would say that is, as to these figures.) But thers 

are elements working into these figures which are not a 
reflection of what was actually happening, because I 
tone Chis particular year 1939 — 4 know in jJooking 
it over in some years - there were iteme came in there, 
large items like profit.on the sale of uaterials which 
would fluctuate that figure unduly. Lao noe shank 
you can take the jibanee as they stand there, and relete 
them year by year. I think if we Look at Mir. gorrisdn's 
exhibit, that we may be able to find out just what the 
Situation was, But there are figures working into that 
indirect figure which make it so that it is not a proper 
reflection of the movement of the actual expenses. 

That may be. But I do call your attention to the fact 
Lt is tripled from 1945. to 1356% 

I would like to heve a look at Lr. torrison's 1985 
statenent. e are talking about comparing figures 

whieh I do not think are compareble on account of that 
feature I have just mentioned. | 
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@ little strenge if no portion of this utility expense 
Shoulc be charged to the Drilling of Wells Department. 
That secms to be strange when there was so much activity 
inv one Valley in the drilling of welds, and you resolutely 
refuse under your gyston of allocation - I say refuse, 
ahd your good judgment tails You vo ao :s0.=" to put 
against the G:illing of wélls department any portion of 
these indirect expensés which wént up so fast. That is 
subject to the explanation you want to makeé 

L want to stress the point of the fact we cannot keep 
$he tv) 260,000.00 0ut. L think’ the best way would be ‘to 
look at kx. Morrison's statement and see what the 


pesteiem is. If we Aook at. 1955. 


io. Gitavsseeb ls What exhibit nuiber is 


the t Morrison statersnt? 


Wier ue rue dacs 2s yk hi bay "Est. 

THs GHATRIAR “het page are you referring 
tor 

Page lé. 

Mae nV Ley: There are Some el page 


Leeroy Ww  chere? 

Yes.. I refer particularly to the amount on page 13 
under the proportion of Administrative and General 

Hxpense.e There ise credit of.63,4521.95 umer the 

name of Seles of waterisl and cupplies, Inventory 

Adjustment s, » BAG VEDTS, Une ry “Oregite. less 


Miscelleneous Operating, Charges 54,321.95. If 


we lock at the year 1926 on Page 15, the comparable 


fisure is ,102%7.52. That is the eleMent that to my 


mind interferes witn the comparison of the amount. 
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then we will forget about 1935, and go to 1996. 

Me Pend AD 18 lee, 000.00.  'Phet ts tier tota. 

of your indirect expenses. 

1936 % 

&s far as I at concerned I think I can make the same 
Porn ovevlsineg 1966, LYS) sna 1360... tir ie Lor that 
reason that “e will not pursue 1935. 

TH! CHATRiwIs You will not entirely 
fOreet it, i. hope? 

Moi. PRA LY: Did ivsay forgst it? 

I must not be so colioguial. You see 1936 it was 
roughly (,126,000.00% 

Yess 

Bhd gs? 70, OCG. 00% 

Yes. 

And 1936 is 190,000.00. Yes, plus one-third. 
ge00;000.00. Take »250,C00.00 instead of 7 3190;000.00:. 
Now just look as these figures and I say to you, or 
I suggest to you thet the reason that these indirect 
expenses are going up so fast, in such large jumps, 
is thet there is increased activity, drilling 
activity, because that is at the base of all activity 
in Turner Valley. Drilling activity by your Company 
Piers: Vales. 

No, I think a good deal of that increase might be 
represented by...-o. 

Yes, might be represented by what? 

It must be represented by a genersl increase in the 


activity. 


‘ell that is what I mea~an. I do not say it is all because 


of the drilling. I sy we must heve very Serious regard 
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Jd. ‘'. Taylor. 
to the increased drilling activity when we look 
at the increase in these indirect expenses. 

v) i think the increase in the activity was very 
largely represented in the Pipe Line Division, where 
we set up from é production of about, a basis of 
2,000,000 a yeer to 6,0.0,000 a year, hetween 
1937 and 19368. 

Q, That is quite tzue; and also the production from 
the Royelite wells, from all thé Roya lite wells 
jumped up? 

A Not proportionately. 

Q. No, but it jumped up some. Am I not right in saying 
under your system of sllocation this hes got to be 
all accounted for by the increased activity in the 
Pipe Line Department. You sre not giving any of it 
to tne Priliing of Yells Depertment. Theat is the only 
point tf am making. I say there is increased activity 
in the Drilling of ‘ells Department and your system 
does not enable you, quite prevents you, from re« 
flecting that sdditional activity, additional expense 
incurred, additional work being done in that drilling 
of wells department. Your system of allocation does 
not permit you of putting any portion of this adminis- 
tration and utility and service units expense into 
tha t* 

4 Yes, that is true. 

ht Now going beck to what Major Lipsett was discussing 
with you a moment ago as to what was the big department 
of this: Company. I.am looking et eenipit 67" Me"), 
the Jersey Statements, just to get some idea of what 


the big departments are? 
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May I have a copy of that? 

Yes, you should heave axehibit "87" "CH. wWoulea you 
book-at "S7C" up, Teylor, and looking et the figure 
in réd on the left hand side, which is the net revenuc..... 
well teke for comparison purposes, take the gross 
revenue. ‘‘ell take the net revenue which is lower 
downy 534;129,951.56? 

On the first page? 

Or eve 7. Vas 

3/120), 961m 56. 

Wee, Gnet 1S) right. Li you Take that aieure and look 


Along the page eeeesee 


Tae OHA als wheat colucn is thet figure 
tn? 
Pe Realy: At the very bottom in 


the third last column. 

That is the amount which is distributed as we go along 
the page, at least as far as percentages are concerned? 
Less 

he think tL ean follov it more clearly if you take the 
eross Tigure, just on top, there.) 345067 9008.90? 

Yes. 

Po unink. 16 (18 the same thine tor my purnoses nit 

is not you call my attention to it. That figure of 
w4,047,908.95 is broken up as we go eecross the page 
 dauptiie). bis 

YeS.« 

SBnd under crude oil we find »841,870.667 

Yes. 

And umer crude napitha »~157,647.467 


Yes. 
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And under absorption gasoline and so on. I suggest : 
to you that the biggest revenue producing department 
was absorption gasoline department. It made »1,057,000.00 
odd, out of the 44,000,000.00 odd. The next. 78 the crude 
oil department which made ,841,000.00 out of the four 
million. The next is the Gas department which made 
:606.000.00 and then our pipe Line Department is fourth, 
9486 324.007 

Yes. 

That at least is what it looks like under the Jersey 
~tatemnent.set up for 1937. So thet at least it is 

rather difficult to say th: t this Pipe Line Department 
is just as important as far as the propriety or impropriety 
Ope te beering this or that pemenen of indirect expense, 
iteie Kind of Gifficwlt. to put -2tein Firet place wien 
tees Only inetfourth’ place heres 

I think if you had this same statement for 1938 you 
Would andva quite differant: positaon. 

Vell maybe soe 

It must be so, because in 1957 we were dealing with 
something Like ’2);000,000 barrels; and in. 1923 ve 

were on the basis of about 6,000,000 barrels. 

Tha twos ion the “revenue bastseroft course) .iwhirch nopody 
seems to think is the right basis for this Commission? 

I would not say it was, not with that fluctuation. 

I venture to say if you had this Similar statement 
prepared for 1938 the position woulc be very widely 
different, as to overhead rates:.for instance, on 
account of the proportionately larger increase in 

the pipe line revenue. 


&s far as my submissions are concerned to this 
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Commission, and my suggestions to you, it does not 
matter whether the Drilling Department is in sixteenth 
place, my submission is thet some method should be 
found out of its bearing some proportion, be it large 
Or. small, of the overhead of this Compa ny‘: 

A That is quite clear. 

Q eee Bret Ss Ongar LP SarT : uxecuse me,what porportion 
of this barrellage in 1938, Mr. Taylor, 4,562,702 
barrels? 

b Yes sir. 

Gi. VaS Royalite Oil? 

4 About 22% I believe. That is based on the stetement.... 

Q Mae PREY LEYS That is Royalite wells 
you mean? 

4 Yes, from Royalite wells. I think it works out about 
22%. Iam basing that on e certain statement which is 
not in evidence yet, but which is being checked by 
Mr. Morrison, as to the proportion of the pipeline 
adjustment that was oil that Royalite produced, and 
working out from that statement it gives 22/0 in 1938 
as compared with about 40). in 1937. 

40/ in 19357? 

bs I would like to be quite sure I am making a proper 
deduction from that. 

- Rees Math Wl: Yes. Mr. Morrison 
Suggests you look at this. It may be just v-hat you 
mean to say, tir. Taylor, or it may not. 

e BO CO Vi BS GF ca Livsatt: Do you know what the 
percentage was in 1956% 

A Mo sir, I have not worked that out. In looking at 


this statement, and we teke the nine months ending 
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September 30th, 19358, and going to sxhibit c-8 

OF tne Gourt axhibit "LUO", the pave line adjustment 
dealt with 64,029 barrels, and this statement as to 
the proportion of that that was Royalite is 14,4510 
barrels. So that 311 from Royalite wells was 22%, , 
taking the 64,029 as against the 14,310. It is 22%. 
re GOMEMIGSL OL LIVSEIT : There must have been 
some activity, substantial activity in drilling 
between 1946 and 1948 by the Royalite, because if 
the entire barrellage that went through in 1936 

was 827,000 barrels, it would be less than the 22% 
for the nine months in 1938. 

Pe ae i ee THES Ws olines) O11 
Theat’ they buy. “In fact they buy = weld thierevarc 
only two people buying oil in the whole Valley, the 
British American and the Royalite. 

Mee COUMICGICI@N DIPSSi Ts But just on the question 
of the activity in producing. Their écdyo of the 1948 

O1ll would be.....-. 

Pale. ee es It may be what you are 
deducing is quite right. There is a difference between 
the oil that the Royalite produced and the oil that they 
buy, which immediately becomes the property of the 
Imperial. 

Mite COo MISSLORER LIPSere s THis i2e2p~cis not oil that 
they produced necessarily? 

That is oil that they produced. 

THE GHAIRUAN: Out of their own wells? 
ae Re Ley: Out of their own wells. 
Yes, that is my understanding. 


COPPISSLOLraR Lier tl: What I was pointing out 
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is that the 22% of 4,562,000 would be a»proximateély..... 


& 


We. se ays 900, 000% 

& About 1,000,000. 

Q Het SOld oor lan LIP sa Pe $ ‘hat I am pointing out is 
this, that in 1936 the whole oil that went through was 
only 800,000 barrels: 

4 Yes. 

& And consequently the new drilling of the xRoyalite must 
at least have produced 800,000 barrels extra in these 
nine months. 

A I do not. know. That assumes that this figure in 1936 
was all out of Royalite wells. 

Q if 2t'does thet is’ in your favour: If it was less 
than that there must have been considerably more 
drilling going on by the Royalite, and more capital 
expenditure on the drilling side? 

A Yes, that would be so. I think as a matter of fact 

that is so, that the drilling costs in 1956 and 1937 

were a growing factor. 


rhe PRA Ney: You are’ bearing dn mind, 


-i\ @ 


§D 


of course, Sirs, that the crude oil .as not discovered 
until scme time in 1936, and that it started to move 


through the pipe line in the Fall of 1936. 


at 


LR) COMAISSIO#22 LIPSSTT: Iwas just dealing with 


— 


what you were putting to him,about the administration, 
that there must have been very considereble drilling 
activity by the Royalite drilling organization from 
these figures betveen 1926 and 1938, 

Le VP Ra Lot e know there is activity 
and it is going on all.the time and presumably it 


will go on still, and still there is no distribution. 
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Taylor. 


THe CGHATRMAN: The witness states that. 
He says for reasons which he thinks quite sufficient 
he dealt with it that way. 

MR. FRAWLEY: Now, Mr. Taylor, are, 
oii familiar et all with the book that Mr. Morrison 
dealt with the other day, and filed as #xhibit "103", 
Villard J. Grahamron Public Utility Valuations, Kir. 
Graham being Assistant Professor of Accounting at the 
University of Chicago? 

No sir, I am not acquainted with thet. 

I want to read you something that he says. Your system 
of arriving at the cost is the same as bi Morrison's 
I understand, that is endeavouring to ascertain the 
original. You and Mr. Morrison are at one about that? 
the Oris ina) «< ='e's 

tie original cost of the plants. Me. fod) cemes in and 
makes a present day valuation. 48 I understand you, 
you and Mr. worrison nave dona it the other way and 
you have endeavoured to find the oost from the records 
in the books of the actual expenditures of the Company? 
Yes, tmt is right, and if Mr. Morrison distributes 
to capital eccount then his assets grow by the appli- 
cation of that distribution. That would be my uncer- 
stending. 

I want to show you something in here. I want to read 
something to you end ask you whether you accept it. 

Do I understand before wae begin ~ I may have a mis- 
understanding, but I thought you and i.r. Morrison 
adopted, generally speaking, the same principle. 

iy, Hill did one sort of a job, he came and Looked at 


the plant now. You and wr. Morrison went in and 
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added up the capitel investment? 
A 188% 
Ci 90 that you both tent about doing the same job, is 
that so% 
mt) That is so, and we took the capital assets as they stood 
on the books. 
a) Yes? 
A To which there had been no distribution of overhead, 
utilities or administrative overhead. 
qi, LI am talking about direct assets in any event? 
A The direct assets of the Pipe Line Compny. The 
Company on its ovn books did not capitalize any overhead.. 
Q iif, Morvison tells me he did not either so we cén alimina: 


tha t? 
4 He did not either, although he distributed part of the 
overhead to capitel account. He took capital into 


consideration. 


(Go to Page 2933). 
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Well, ir. Taylor, I think that, perhaps, we have no difficulty 
at all. Mr. Morrison tells me that he did not distribute 
any part of the overhead which 1 in my limited way, would 
like to typify by saying Mr. McLeod's Salary, ne CO Lan st ot t 
any part of wr. McLeod's salary into this capital structure? 
No, nor any part of the distribution which was made of the 
capital payrolls. 

HOw weit you did not, \did you? 

No, we didn't because our basis, there is no disposition to 
capital expenditures. 

Then I get back to what I said a moment ago, that you and 
My. tlorrison “set out to do the same thing, to add up all of 
the capital expenditures of this company in the pipeline 
department? 

mes, 

THE CH.IRMAN : But they get adiffercnt results, lev 
the witness tell us what is the point of devarture. 

The point of departure is this, it seems to me ‘that these 
capital expenditures as standing on the books without any 
distribution of indirect costs, administrative or utility, 
and if you have a basis of distributing as part of that 
overhead to these capital expenditures as they are made from 
year to year, I say the proper thing to do is to add 
Whatever you allocate to the capital expenditures to the 
assets, that is, carry through the distribution and take 

the proportion that you distribute to the capital feature, 
take it through and relieve the operation; that is to say, - 
to carry through to its column the allocation which you 
make. If we take; take, for instance, the pipeline department 
itself in 1938s Mow, the allocation made by ‘tir. Morrison, 
he takes 100% of the nipeline payroll, 60% of that, asa 
matter of fact, was capital expenditure, 60% of the nayroll 
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was expenses of capital expenditures and 40% was Spent on 
operating, and my submission is that the »ortion of those 
indirect exnenses which go against operating is the 40% 

that relates to the operating payroll and that the other 
60% relates to the capital payroll and should not be charged 
against the operation. 

THi, OHalRLIAN: Yes, And tir. worrison’ 

and the $42,000.00 figure which appears on statement él, 

I think it is, the $42,000.00 figure that is charged 
against operations in the nine months ended September 

1958 incluce both the capital feature and the operating 
feature. The 100% of the payroll of the pipeline department 
is in that $42,000.00 and my submission is that there should 
only be the 40% that applies to the operations. 

New anyother (point at) difference that you care to mention, 
With respect to which you think: Mr. Isorrison has fallen into 
ervorsan petting the different resus: 

that “us thewoint, considering My. @orrisan’s basis oF 
distributing the capital sroportionate to the payroll 

and applying that =pplication all the way through, I 

would say that in respect to the nine months ended 
September, 1938, that of that 42,000.00 that now stands, 
that only 40% or about $17,000.00 should be standing 

against the operations as a charge, as a cost working into 
the cost per barrel. 

MR. PRawLey: Now, insofar as the assets in the 
pipeline departmemt, the direct assets, are cone erned, 

I see that with the exception that has been spoken of 

more than once, that is the 6-inch Loop? 

Yes. 

You and Mr. Morrison set about...... 


TH: CHAIRMAN: | and ¥58,000.00 in respect of smaller 
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items? 
Yess 
MR. FRAWLUY: Yes, some $235,000.00, roughly? 
Hoy os 
Ae NOLAN pl00, 000.006. 
MR. FRAWLEY: 178,000.00 is the 6-inch Loop? 
steps) Geter Cae 
Pie NOL NS But part of that comes back. 
WR. FRAWLEY ; Yes, less recovery, 10 18 99255, 154.68 


less recovery, was the figure worked out to show what the 
actual difference was? 

Yes. 

Let us put it on the record now, 

TH CHT Rian: we were going to get some information 
as to what is contained in the $56 ,000.00? 

Oh, yes, Mr. Maw is going to speak to that. 

MR. FRAWLEY: without exception then, Mr. Taylor, 

as I have understood, you arrived at the, you both went 
about the eatimation of the direct assets, of the total of 
the direct assets in the same way? 

Yes, that’is correct, and these elements which youw have 
mentioned are the only differences. 

are the only differences? 

Yes. 

Now, that is what I want to discuss with you, and these 
rather involve the matter Which you have been discussing 

a moment ago, iir. Morrison Will have something to say about 
that later, because at the moment I do not appreciate it..... 
TH. CHAIRMAN : Mr. Brawley, I wonder if you would be 
good enough before you start that, Mr. Taylor has told us 


why he does not think that vr. ‘lorrison, at least as to his 
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reasons for saying that that should be taken into account 
by this Commission. 

WR. FRAWLEY: On ayers 

THE CHAIRMAN: He has given us those reasons. [I 
would Like to have him eritically examine Mr. ilorrison's 
reasons Lor excluding it and get his views about that. 
MR. FRAWLOY : Yes, I wonder hav would be the best 
way to do that? 

THE CHalRi:aN: You are more familiar with Mr, 
Norryson’s re .sons for excluding it thanwd ams 

WITNiSSS : Which is that, this difrerence in the 
way we are talking about...... 

MR. FRAWLLY: The 6-inch Loop and these other 
miscellaneous items. 

The 6-inch Loop and the other items? 

Yes, it is suggested you might say what you think about 
Mr. Morrison's reasons, as he has given them to us, for 
eliminating them. 

Not putting them in? 

Mr, Morrison has eliminated them and left them out, why 
do you say that is wrong? 

1 say 1% is wrong from: the point Of View orverraving at 
what the actual cash investment was in this business. 
Yes? 

In 1929, using presumably the best judgment of the Royalite 
Oil officials, $175,000.00 was spent in constructing, or 
laying rather, $178,885.02 was spent in the laying of a 
new 6-inch Loop to take care of the production which was 
expected, but it did not materialize. as I see it, the 
pipeline department of the HRoyalite has got to be right up 
with production, in fact ahead of production, and having 


spent this $175,000.00 in their best judgment that it was 
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required to take care of the oil that seemed to be caning, 
that they made this investment, put this cash money in, - 
there is no doubt about the soney having gone in, and that 
that should be considered regardless of the fact that it 
has been Writte: off inthe books, and I think it is Ssnly 
right to have been written off in the books because your 
assets would not show the proper position if you did not 
write it off, but for a purpose such as arriving at the 
eash investment that was put into this business...... 

THs CHATRiaN: And the proper return on the monay 
you put un? 

aod the return on the money you sub up. 1 cousider that 
quite proper as a part of the caSh money which was invested 


in this nipeline department. 


THE CHAT ar! 4 Now, what I was rather going to get 
erat ees 

hike, fhe VILY Was to discuss Mr. iiorrison's reasons? 
TH: CH.-ITRMAN : Yes, I cannoe Bust put my" fenger® on 


ib. ano i heave nota fuid note Of typ Or air. Morrisons 
evidence on that point. You might state it, he said 

"used and useful", did he give any reason for dealing with 
these assets in that way? 

UR. BRavLoy: | do not think ne elaborated on 1% 
quite as much as Mr. Taylor did, but I would like to find 
tho record and read it to the Witness. tT can say at the 
moment that “ir. Zlorrison excluded it because he did not 
find it now to be “used and useful". {as not know 4s 

I can do any more than that, that 1s his reason, what have 
you to say about that? 


The only thing I remember are those two words "used and 
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TH. CHATRIMAN: That is all I could remember also 
but I wondered if there was any other reason for excluding 
them. 
Tat is all ‘Ll can think of. 
From an aceounting standpoint, then you say he is not 
correct in excluding all these things in which money was 
inveéted and which are not now “used and useful"? 
Brom the point of view of showing the proper assets on the 
books. 
And a proper return to be allowed the company on its total 
investments? 
My submission is, Mr. Chairman, that our total investment 
is not reflected in the books as they stand now in that we 
made this investment of $175,000.00 which, in my opinion, 
should be reinstated in order to get at the cash ee eenant 
made by the company in the pipeline department. 
(es, and you say it should be taken into account in’ the 
rate of return on money invested if properly sev up, it 
would take into eccount that investment? 
Witla Ss my opinion. 
after allowing for amortization on this sum as well as ay 
other sum put into any other capital asset? 
that. 18 sO. 
Yes? 
And what hap»ens in this case, that a complete amortization 
is taken from 1929 on the full amount of $175,000.00, 
from 1929 to 1932. In 1952, when the Loop was taken up, 
credit was given for $76,000.00 odd. 


Then you say it is fully amortized? 


I was just going to say that for three years we included 


amortization on the full amount of $175,000.00. 
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Yes? 

And then in 1932, when the Loop was taken up we give 
credit for the cash money that was recovered, some 
seventy-six thousand dollars. 

Yes, as salvage 

ee GeriWwen Ue caw % 

Like unto salvage anyway? 

Well, it is better than salvage because thit pipe was taken 
up and) out in, 1 think, for, useé ac 4 eas dine so that 
our investment account at 1932 gives credit for $76,000.00. 
Then we amortized the remainder, some one hundred thousand 
do rare. vO the end of Sur period. 

Yes, I understand that, and all I want to get at, and I 
am afraid I am taking too much time about it, what you say, 
is "Do this , fran the standpoint of making a rate"; 

Mee Morrison says "Don't doit, 1b aS not used or wserul”. 
Now, what I want to know, can either of you speak as to 
what is the accounting practice, regardless of your personal 
views in connection with rate-makine, as to an asset Which 
has ceased to be used and useful, if you know all gee, 
ere you do nat. (eal) Eien s 

I have no experience, I rertlly just considered it fran the 
point of view of arriying atthe proner set-up in the 
pipeline department. 

MR. FRAWLEY: i have sane things to ask you about 
that. eout ket me-vecin Ly reading you a short paragraph 
from what iir. Graham says, page 5, this is what wir. Graham 
says, ifr. Taylor, about it, at page 5, he has been dis- 
cussing original versus reproduction cost , those are the 
two methods? 


Yes. 
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a) And that is how I want to distinguish between those two 
methods, now, he says under the sub-title of "Definition 
OF Uriel, Cost. Ot xia “Lost: 

"Literally, original cost is the total amount, in 
dollars, trat has bem expended by the utility at 
one time or another in the construction or acquisition 
of the properties which are at the time of the Enquiry 
included in the rate bass as being ‘used and useful' 
and that expression is quoted, 
‘in the operation of the business." 
and then there 15a note there) and DP will reaq you; that 
because vere, isin, "8" of thevrootenote tie. 
"Discussion of the amount of a crud. depreciation 
to be deducted from this total original cost, or 
from reproduction cost,. for rate, pase wunposes, 
is deferred to later chapters." 
Then he goes on: 
"This amwount is readily determinable from the books 
of account, if they Havel been properly Kepu siauce 
the founding of the business, In t he absence of 
proper records it is often necessary to substitute 
an estimate of what the cost of the property should 
have been at the date of their acquisition. 
Likewise, where funds have been expended on grossly 
ill-conceived projects, or where securities of 
doubtful value have been issued for property¥.s, the 
doctrine of ‘prudent investment! 
and that expression is quotea, 
thas been injected to refine the concept of original 
cost so that it describes an amount which might 
'reasonably*? by a fcompetent and prudent person’ 


have becn expended on these mroperties at the time 
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of their acquisition. So universal has been .the 

acce stance of this dostrine of prudent investment 

that it Teh pbno tea vee emer to be an integral 

part of the original cost basis of rate-base 

determination." 
fT am reading the whole paragraph to you, To call” your 
atcention to his earlier statement, when he says that 
When the amount is readily ascertainable from the books, 
then it is the total amount in dollars which has been 
expended by the utility at one time or another in the 
construction or acquisition of the properties which are 
at the time of the inguiry included in the rate-base 
as being "used and useful" in the operation of the business. 
Do you agree With what ir. Graham says there? 
4s to being the practice? 
aso a proper definition ‘of “Orveinel® cose do hou agree 
with that? 
Tet «vs on’ the vasis of What!) is. tett and being used and 
use pul 7 
Yes, that is virtually what he sys. 
UWigdeu Glan whl vsti iies Now, is tit putting at feinly to the 
Witness, Mr. Frawley, as I appreciate that article as read 
in toto so far as you went it must be taken with this 
question of what a prudent investor would do, »rudent, 
now, a man might be very prudent and do something which did 
Roti read woe useful result...” “fi gureriacn, 11 ac a 
appreciate the reading of th°* report, or the contents of 
it from your reading, if a person made an investment which 
was not used nor useful, yet in the making of it his conduct 
was that of a reasonable man and a prudent man, it would be 


taken into cost , somy query, if your question to the 
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witness is a fair one. 

MR. FRAWLEY: Hrenkly, I thought that that portion 
of the paragraph only related to this questicn, if you 

have to arrive, if you cannot ascertain rec.dily from the 
books what the original cost Was, but your Lordship's 
reading of i; your understanding Sf 15 may be quite right. 
Win the absence <@ proper records" hey says, this amount, 
that is the 2mount which has been expehded and that which 
pov, tne tine of the snquiry, is used and useful, and 

if those have not been kept oronerly, "In the absente of 
prover records it is often necessary to substitute an 
estimate of what the cost. off the properties should have 
been at the date of their acquisition. Likewise, where 
funds have been exnended on grossly ill-conceived projects 
or where securities of doubtful value have been issued for 
properties, the doctrine of prudent investment has been 
injected to refine the concept of origial cost 30 that 

it descrides an amount which might reasonably by a competent 
and prudent persom have been expended". 

Now, what your Lordship says is that this is 4 general 
observation by him, quite so. Now, "where funds have 
been expended on grossly ill-coneeived projects or where 
securities of doubtful vilue have been issued for properties, 
the doctrine of »rudent investment has been injected 

to refine the concept of original cost so that it describes 
an amount which might reasonably by a competent and prudent 
person have been expended on these properties at the time 

of their acquisition." 

THe CHALRMAN : Yes; now, here there is no question 
of not being in tHe books. 


MR. FRAWLEY: NO, it Pe lim the ~ pocks. 
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TH: CH TRMAN ; No question of its not being used 


and useful to-day? 


wR. FRAWLEY: thaw 2 S-rient. 
THE CHATRilal: But have you not got to apply that? 
MR. FRavLiy: Yes, as to whether a reasonably 


canpetent and prudent person. 

THE OHALRIMAN : Are you not putting it im a olass of 
an absurd investment, because it is not used and useful? 
MR. @RAWLEY: Yes, there is a distinction and I 
want to follow up and try and get fram the witness the 

two classifications, because I am not trying to press ore 
or the other at the moment, I want to find out where common 
sense takes it.. 

THe CHalRilan : There 1s) nopsugeestion of you doing 
anything else, Mr. Frawley. 

PR ote RAK LEY 3 Quite so. 

MR. FRALEY: This. might help to. understand it; 
supposing, at: one time or another, Mr.. Coultis had bought 

a pump, had out a pump down on that system where he spent 
$100,000.0€, and we assume he did it as a result of his own 
gor’ judgment , then he, after about six months or so, 

he discovered he could buy a pump that could do exactly the 
same work for #50,000.00, and he takes the $100,000.00 out, 
perhaps he found it would cost too much per day or sauething, 
and he outs in the $50,000.00 pump, and he is not able to 
do very much with his expensive pump, he has to sell it at 
a loss or something; now, going through the books you 
would fim that $100,000.00 expenditure; now, does that 
illustrate, it may not even be a sensible one, but does 


that assist you in showing what you would do with the 
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$100,000.00 which you had nut in in that vump and then that 


pump was gone? 


A It was not used and useful now. 
Q THE CHATREGAS : Yes? 
A I would say on that point, you mentioned a pump at $100,000.00 


and you. used it for two or three months and you can replace it 
by another pump for $50,000.00, I would say that that was 

a most imprudent investment and it should not be brought 

back. 

Q THE CHal RMA : If, mark you, have you not to inject 
another factor, if, under all the circumstances, a reasonably 
prudent man Woals have known or should have known that he 
could get it for $50,000,007 


A That is the way L would:-look at it, sir. 


Q Th CHATRMAN: You had better interject that other 
factor. 
Q. WR. FRAWLEY? I was assuming it was a prudent 


investment, that it wes good sense at the moment, but, 
perhaps, a@ pump came on the market later that could be 
bought at half the orice. 
TH= CHAT RMA: All righy., out that. 
MR. FRav LEY : Suprosing a pump came on the market 
at $50,000.00, thet would do the work of the $100,000.00 one’ 
and the company said "Take out the $100,000.00 one aru 
take your loss"? 
A It seems tO me....6é.. 
Q TH: CHARAN: Something that he couldn't have known 
| of when he bought the first exnensive pump? 
A Well, following up that, if we have a pump tht costs us 
$100,000.00,and,your period was a few renths, and in a few 


months a pump that would do the same work could be bought 
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for’ $50,000.00. 

TH: CHalTRicais: Newly discovered? 

Newly discovered pump, I would say that the wlO00,000.00 
pump was of very little value, would not even have a credit 
value, because nobody, if it has been found to be useless 
tm our business... .% 

Yes? 

Who is g0ing to pick it up and pay something for it? 

what would you do with the $100,000.00 which was invested, 
would that go into your rate-base? 

THe CHAT RMN : We have to deal with that here, Mr. 
favor, Should we take rt into account in eivine yous 
Peturin On hy our money? 

IT am afraid 1 would have to be somewhat more conversant 
with the circumstances under which these, and it seems to 


me, that-it would be 2 most unusual circumstance, that 


’ 
Within a few months there should be @ change from 

w1 005 0e0. 00 tS $50,000.00 in a'ipump, a Su to do the same 
work, and I would like, I know the circumstances in this 
case and I have weighed the circumstances in this case, 

and the illustration of that pump, I do not thimk is in the 
same class as this particular investment which I am talking 
of here. 

hs. BRAWLEY : Perhaps 100,000.00 and $50,000.90 

is a bit high, and too big a spread, suprosing we get dovm 
to then #1,000.00, it is the same thing so far as this 
Nommission is concerned, sursocsing the company decided they 
would take out a more expensive item and put ina less 
expensive one, and the nort expensive one had to be 
scrapped, would you put in that,1l ss s..vage value, of 
course, would you put in that original investment less 


salvage value, never mind abot the other? 
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I would want to use my judgment of the particular case, 

as I did in this case, and I would not give any offhand 
Opinion as to how I would treat some other situation 

Which might be quite different. - I know tne situation here 
and I apply my judgment to it. 

well, we do not know, Tir. .Taylir, ‘you vsay you know) Due 
will have So do a Lot of exploring, ous havevasted us, to 
assume that this 6-inch Loop was cansleted because the 
company saw the oil, it may have been something which almost 
everybody but the Royalite Oil Company would have considered 
was a very imprudent investment...... 

T am quite sure ‘Ir. Goultis can talk on that point, 

Yes, 1 suppose, and that is why I was assuming that the 
buying of this more expensive pump, I was putting it in the 
same class as this 6-inch Loop, that it Was done bona fide, 
and as a result of good judgment, which you are using 

about the $178,000,00? | 

Yes, I know this particular feature and 1 have dealt with it. 
Yes, and I was only anxious to have you assist the 
Commission about this oump, I mean if you ean; now, ere 
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Q. THS CHAIRMAN: Your illustration seems 
quite apt to me, and I do not see why the witness 
cannot answer. 
MR. NOLAN: It does not seem apt 
to me. It seems to me to be an apt illustration to 
put to him, it was on a line, intending to do work, 
but no oil came through the line and the pump was 
not used. Then let the witness say what he would do 
with such a pump. To take that pump out and hring 
in @ pump which is put on the market at @ less price 
is not the sane circumstance, because this pipe line 
became useless. 
THE CGHAIRIA WN: This pipe line was used 
elsewhere? 
WR. PRAULEY? It was just taken out 
and Salvaged. You got some money from it which IT vent: 
to ask about incidentally. 
THE CHAIRMAN: Put Mr. Nolen's illus- 
tration to the witness, if he thinks it more apt tp 
putcthet (one to him. “Pat Th to nim) in your. o: ave vy. 
‘le ould Like the witness to give an opinion. 

R LR. NOLAN: The Commission wants 


you, if you will please, to give them an example, if 
you like, of what you would do with some other, what 
shall I say, piece of machinery or part of equipment 
down there. Let us take for example a pump is 

put in in the year 1929 to pump oil, and there is no 
oil to pump. It is left there for three years, and 
taken up in 1932. It has a ocertain value at the 


end of that time. ‘shat do you do with the original 


cost of that pump? 
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hb If that pump was put in under thee dirounstanoes 
which I think Would properly relate it to the 6 inch 
loop I would say I wold reinstate that pump. 

Gi ee ae Ls Ys Now Mr. Nolan's example 
does not advance us at all, because presumably that 
pump is just a section of this 6 inch loons It 
does not go to work. That is not my point at ali. 
poe VOL NS That is what this 


pump did not do. 


Q ey Tua. iY: But I want to get this 
witness’ views on something just a little different, 
but presumably in my judgment on the same kind of thing. 
You do not want to tske a hypotheticsl case. You say 
you know about this case, and you do not want to 
accept my hypothetical case? 

Ls l want to be quite sure that the conditions were 
relative in the two cases. 

Q, THE CHAIRMAN: You need not worry about 
the conditions, they are referred to you as part of 
this supposititious case. 

Q Ve asia 5 Nas Suppose there vas built 


a warehouse, quite scparate and apart, a warehouse 

was built by this company at a cost of 50,000.00. 

Tes) CHAd RUAN? “asn't it part of your 
illustretion about your pump that it was economically 
sound, with everything in operation, to have a cheaper 
pump? 

Mite th ila Oh yes. It was sdod 
business to get thet cheaper pump. 

TH? CHAIND ANS I could see it was not an 


apt illustretion if you having paid too much you should 
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Still leave it there and use it. But I understood 
you threat: that other pump in. 
1. PR LEys Yes, that is what I 


TH Gia ete 14s Hovever, you,are ative waire= 
house now. 

Wie Pri Leys Yes, we ara at a warehouse 
now. 

9 Sup ose we had a warehouse down there, which was doing 
its job, and it \.s destroyed. The Company had put 
money in, 450,000.00. The warehouse was destroyed and 
they aid not see fit to replace it by a Similar 
warehouse so that it would be nev used and useful. 

They just decided they could get along without it, 

and just crimped their operations slightly. Therefore, 
today it was used and useful. iiov, would the t be 
treated? 

A It was destroyed how? 

Q Viell by fire, and no insurance to add to it. ‘Yell 
ethat would be just salvage anyway. It would not 
make much difference. 

A No, I would not reinstate that item. 

Q Nov we have made some progress anywey. 50 that you 
give tmt importence to the used and useful arsument 
of “vr. Morrison's. ket me put this to you. This 
is a rate case to all intents and purposes. The 
Royalite Oil Company is now heoretically for the 
first time offering something to the oil producers 
of Turner Valley. They are offering a curtain piece 
of property. 
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he cleer about this. “het are we doing? I am afraid 

I did not follow thet. | 

TH Cf IRMA: And I did not either. 

Cinetae Maine ME get Yat I ssy the royalite Oil 
Company is now offering to the oil producers of Turner 
Valley for the use of these producers, a piece of pipe 
line property and they desire to charge a rate down 
there? 

Yes. 

They have been doing that, but I am coming or somebody 
is coming to this Commission and e rate is being sought 
from this Commission? 

Yes. 

It is a circumstance that the rate has been charged and 
the property has been there. But it will be the same 
thing if they were just goming now for the first time 
offering this property to the oil producers. They are 
seeking a rate which they will be permitted by law and 
by Order of this Commission, or something to follow it 
up, to charge the oil producsre of Turner Valley, that 
Csucruie tis Lion? 

That is my understanding of this Commission. 

Is it not of some importance to look at what they are 
offering to the public today to serve that public and or 
which they are seeking a rate; and on which they are 
seeking a return and amortization - which are the twe 
things tit are troubling us in this matter at the | 
moment. There is no item of the cost of operating 

the 6 inch loop. That does not appear. The cost of 
operating that 6 ineh loop does not appear in anybody's 
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A It would be, I suppose, if it was operated, it would 
be in the accounts of the three years from 1929 to 
1932. | 

g Oh yes. But todey the Commission is not travblea 
with any itemrespecting the cost of operating that 
6 inch loop, coming to these 1938 costs? 

A That is true. 

Q Noni 9O9 "or Los’ 

A That is true. 

0 That is not there. But what is there though is - there 
is nothing for operation, but there are sc many dollars 
a year to amortize that 5100,000.00 o:' whatever it was. 
thet £8 true “issit nor 

A That is: so, yes. 

©. there, is something there, so many dollars to give a 


rate of return on that $100,000.00 to this Company? 

4 That is right. 

a) And it is not in the property which is offered, or 
available now, to the Turner Valley producers to 
transport their oil? 

4 Wo, it is not in the physical property. 

G Now with those basic facts to deél with, is there not 
something in the sugg:stion that be it on the present 
dey valuation, wr. Hill's valuation, or @ build-up 
of historicel cost basis, is there not something in 
the suggestion that as it is not there, and it is not 
being offered to the people - which is all used and 
useful means - that it should be eliminated? 

A Well, I do not quite follow the thought of the properties 
being physically presented to the producers by the 


Royalite Oil Company for their use. I do not quite 
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follow that. 

I know what your difficulty is, because I have not 
been using apt languege. I have it clear in my own 
head. Now a gas company has a gas system, and they go 
to the Public Utilities Board for a rate which will 
give them a return on their money and amortization and 
operating charges. ‘ell, I simply say that they are 
Submitting this property to this Commission to be 
pessed upon as being a piece of property which will 
go into the service of the ratepayers. ‘ie can now 
regard these oil producers as ratepayers. That is 
@ll i mean. J am seeking to go no further than toa say 
that the ratepayer should know what property is being 
made available to him, on which he is paying a rate, 
and he is interested in what enters into the rate too. 
Thet is why Ll ‘say, is there not further ditfiocuity in 
my use of the expression that the physical property - 
that is plus service, which is working the thing - it 
{Ss not just a piece of property that is being given to 
the oil producers, but the soyalite O11 Company is 
offering 8 service if you like, because it isa 

piece of working property and they are offering to 
transport oil through this pipe line system which we 
have been dissesting for the last few weeks. Is 

it not fair to Look normally at what is being 

offered to these people to move their oil. Suppose 

we ha. two or three ptoe lines thst were still 

lying out there, that had not been abandoned. They 
had not been taken up, but they had been abandoned. 
There were four or five lines nae into Calgary 


and they were not used o. useful at the moment. Does 
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me 


thav help yout Is it still 4 fair Lllustretion that 
there is a rate on it? “hat would be your attitude 
tovards it: 4t least it had bcen built but there was 


no need. at the Teme ntiks« «es 


THe CHET Asi: “ell, let the witness 
answer. 

Ps Paha ia ts “hat do you think about 
tha t? 


Vell I would consider the circumstances under which these 
lines had bean put there. 
Yes? 
And if I found the circumstances along the same lines 
as the illLustration ve haver 
Yes‘ 

Tamely the 6 inch loop, I would put them back into 
investment. 

ets GHA DR ars LOW ‘YOW S60). care Tavilor, 
ire Frawley is quite within his rights in getting your 
opinions on soicthing othcr than the perticular thing 
that we have been brought tere to deal with, because 
he is testing the velus of your opinion. I have been 
guite impressed by + hat you 6216 about this 6 inch 
line. But I am equally interested in knowing whether 
you stand up td such tests as way be applied to you with 
respect to the soundness of that opinion. co if you 
Wilk avoid saying “ell “iP eae ee or a on OOF 
I VilkL set 10 Up, end) TP te Veep eas no opinion 
tO Orrer''y 
“411 vou state it again: 

cia eee ee Yes. Supposing the 
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Calgary, say a couple of ‘additional lines, and they 
were not at the moment in use. They were not at the 
moment in use. But they had not been abandoned for 
one reason or another in the Company's judgment, they 
had left them there. ‘/ould they be proper matters to 
take into the rate base on which to come to this 
Commission anc ask for an amortization allowance and 
a, 2ote/Of Kelurn’ 

b Applying the used and useful application, if there 
was some prospect of these lines being used, and they 
were being left there with that in view - if there 
Vias Some prospect of their being used and if they 
were being left there with that in view and so possibly 
Save the expenditure later to replace them or something 
to take the place of these lines, I would say I 


consider it. proper to. teke: Lt we ok, 


a. Into the rate base? 
4 Yes. 
Q You do nat think it would be proper for the producer 


Of O11, the prospective user of. the, Ling» to. say 
"Well you have got a pipe line system there you are now 
using and that will teke 30,000 barrels of oil a day 
through the pipe line, if it is forced. Now that is 
really all that I am interested in. It is @11 I want, 
as far as my desires are sGnoseee om That is all I 
desire to take into the rate base. You are now using 
a system which is satisfactory for my purposes and 
@ll other producers in Turner Valley. ‘ihy should you 
get a rate of return and why should you be allowed to 
amortize this plant which is perhaps obsolete, or will 


become obsolete ina fev years. ‘hy do you think that 
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Should be teken into the rate base?" ‘ell before you 
answer. Has the user, the potential user of the..... 
TH CHATRIAN: He has not answered the 
first question. Mr. Frawley this record will disclose 
there is a question about a mile long and no answer, 
and we move on to something else. ‘shat about the first? 
Il believe in that case that it would not be proper to 
take into the rate base the lines which had been in 
use and abandoned for some reason or another. 

Vell why not? You say it would not be proper. ‘why 
not’ 

Because it would be putting an amortization charge 
against the future on equipment that had been abandoned, 
for what reason I have no particulars as to the reason 
why they were abandoned. 

No, but assume a perfectly good reason for its aban- 
donment. You need not care what? 

Then I would not include them for the purpose of a 
rete base for the future 

Because you said it would be an amortization of some- 
thing that has ceesed to be useful? 

That is right. 

Any other reason? 

No sir. 

In what respect does that differ from this two 

hundred thousesnd odd dollars you say should be treated 
differently? here do you make the point of dis- 
tinction? At least what line of distinction do you 
draw? 

The line of distinction I draw is that the investment 


was made and there was a completion of the working 
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out of the fate of that pipe line in that it was 
there for three years and was taken out. ‘/e put our 
cash money in and we have got out cash money out, 
and the transaction and the working out of the position 
in connection with that 6 inch loop was all taken care 
of. Whereas in the other illustration the lines are 
there and they may be used again. The distinction I 
draw is the complete carrying out of the position in 
connection with tne ‘6 anch Leop- 

MR. CO; ISSIONG&R LIPSuTT: I suppose you would put 
it, hr. Taylor, shortly,that if the basis o° which 

the rate was going to be fixed was the present day 
value of the assets, whether 4 replacement value 

or any other value, that we could not base it on 
assets which are not now there. But if, on the other 
hand we adopt the cash investment as a basis, then we 
should take into consideration all the cash invested 
even though some mistakes happened to be made in 

the investment? 

Yes sir. 

“Whether thet is right or not? 

THE CHALRIAN: It may be the right view 
but it is not the one that the witness has just put 
forward in the diseussion of the last illustration 

and the present position. 

Ties cl Sie Lia NO 


+ 


ix. Taylor, you are emphasizing the fact that the 
5178,000.00 represents the césh put in back again to 

the prudent investment rulo. I suppose you are quali- 
fying that by saying the cash put in by a prudent man? 


Yes, cash invested after complie.e consideretion by the 
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Company's officials. My thought would be that we 

take it in on an average with the prudent ones, or 

the ones that turned out well. This is one that 

did not turn out well, and by taking it back vie are 
merely averaging up the investment we did make which 
did well. This one did not. 

“ell it does seem to me that 1s a third basis, I 

did not appreciate there was any averaging about it. 
You see it would not arise at all if the asset were 
there. 

THE CHALRMAY: May I interrupt. 

Offland, without any reflection about it, I wonder 

if the witness is right. I do not want him to 

destroy that ‘impression, D) otek. sn 

Lave PRAT LEY’ Dn ‘histories ima 
statement. 

TH? CHATRIAN: Yes, without every oppor- 
tunity of explaining. Do you tind telling me again, 
if’ LT ao not bother you’ too greatly to do so, Just way 
you would not take into account that last illustration, 
these lines that are in the ground and have not proved 
to be useful how or in the future, that ur. Frawley 
mentioned to youe Why wouldn't you want a rate on 
that? You say the transaction is not completed 

because they are not pulled up. ‘that difference dogs 
that make? You also said they might be useful some 
time, which would be all the more reason for giving 
you a rate. Now these reasons are not convincing. 
You are seying you would not amortize and give a 


rate on this illustration, and yet you would on this 
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pipe lines. I wondered if you had anything more to 


say about it, that is alli 


No, I have nothing more’ to say. 
All right, proceed, My. Frawley* 

« PRAWLEY: You say that you put 
the cash in - well following up your last question 
hefore the Chairman spoke to you, you seemed to 
attach some importance to the fact of whether the 
investment was a prudent one or not? 
tes. 

That is another angle entirely of the same problen. 

On the basis of cash put in and cash teken out, does 
not that loaa us back into this contentious matter 

of whether we should Look back into the profits of the 
Company. This was @s you saya prtdent investment when 
made, but one that turned out to be unwise...... 

THa CHAIRMAN: It has not been so con- 
tentious so far as the witnesses are concerned as 

yet. 

MR. FRAWLEY: No. But I still say 

it is contentious, controversial certainly. 

Mr. Taylor, it is your opinion tht we should not 

look back into past profits - the Commission should 
not Look back into past profits at all, with longing 
eyes or otherwise, but they should deal with the 
situation as we find it today without any regard to 
the profits this Company has made? 


Yes, that is So. 
That is what you say along with the others. Now it 
did seem to me now, whether I failed to appreciate it, 


that going back into this 6 inch loop @nda taking it up 
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and selling it at a loss, supposing that the possibility 
had been you had sold it at a prefit, suppuse you ; 
found some small pipe line company that were just very 
anxious to get the t pipe. It was only in the ground a 
Short time, and you had sold it at more than you had put 
into it, what would be the situation? 

It was not sold. 

Yes, it was sold to another department. 

It was turned over to another department. 

You got money, cash for it. 

THe CHATRMATs Mr. Frawley said supposing 
it were sold to an absolute stranger, what would you 

do with the transaction in the books of the Company? 
Please answer. 

if it was sold at a profit? 

Yes? 

MR. FRALEY: If it was sold at a profit? 
It would become a capital profit. 

Wekl a profit? 

Yes, a profit. 

And if it was sold to this outside oil company at a loss 
it becomes a capital loss? 

That is right. 

Do I understand them you draw an absolutely hard and 
fast distinction between the propriety of going 

pack an@ looking at capital losses and profits, 

and going back and looking at operéting losses 

and profits. Do you draw a distinction. If so 

why? 


Yes, there is a distinction drawn. 


Why? 


oe 


bok vias 


aggre sure ante Atle eee 


Ra * aust reer ay: sulun 3 ba Bow be ‘ af q 


; hs és ‘ay iy oe 
Oe PLR AM GA BS tn A 
Ceo, tet nel as ; } 
BA “ wah aeet Peer 7g ce Ri 
“ ‘ Rig Wiese a 
Fy OREO . ei ‘a: | i; i f a } 
’ L ‘ ‘ 


ple i Hoa ‘ ak 
% Pe mses expe aC i itt, Me had 


n — 
po 


‘ J ty 7 Gite ; 
aR Bf pay ids has amtaede whe se 
Tare: seh OMT COMMER a tied eauiia ca “on ie avs om 


ees i: Adantabeten xy nyt a REND 3 
ve BALOR Bs ee ie 7 | a 
ee ee 
preees ati emge ta 2 pubees) bia 


OA Tt) PO Medieano 


asveth Hoktea! Sein weet’ s 


A 


Q 


Q 


Oo 


Taylor. 
-2960- 

I draw a distinction. 
Why? 

gust on the grounds that I have stated before 
about the investment of this money and the inclusion 
of it as part of the investment in the pipe line. 
No. You mean because the profits were put back 
into the investment? 

No, not for that reason. 

Perhaps I did not follow you. “hy do you draw the 
distinetion? My question was, you might just sort of 
expanc upon thet and say what the real difference is 
between tht sort of profit and loss that the Company 
made on the sale of this piece of 6 inch Loop that 
was taken up, @nd the other kind of profit or loss 
on carrying oil, because it cost that much less than 
the rate which you charged. 

There should be no distinction. 

There should be no distinction’ 
No. 
But you are taking the Commission back into the 
transaction are you not, surrounding this 6 inch 
loop? 
Yes, that is so. 
“ell then, do you agree at all that we are entitled 
to go back into other kinds of profits and Losses 
and take due cognizance of them in the fixing of a 
rate? 
Noe 
You say no? 
Wo sir. 


“ell you have not to ma given any reason for that 
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difference. ‘shy? ‘hy the distinetion? Is there any? 
I would say now there is no distinction. 

Still we cannot go back into one and we should go back 
into the other? 

thay 2s the effeet of it. 

Well now, that is the effect, tir... Taylor, arising out 
of the method which you have used. That is true is 

it not? 

Yes. 

But it is not the effect if we have regard to the 
method which Mr. Morrison has used? That is also true 
2S ob NOUS 


That is trues, yes. 


(At this stage the Hearing was adjourned until 2 P.M). 
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1 
WITNESS: My Lord, before we commence this 
afternoon, you asked for a rate based on varying rates of 
return and I promised to bring that this afternoon and I 
have it here, ana I would like to file it if I may? 

THE CHATRiAN: Thank you, it will be Exhibit 

Piro" . 
(STATHAENT PKODUCED BY 
THi WITNESS HERE 
MARKED AS EXHIBIT "116"). 

Q TH CHATREMAN: How do you describe that, Mr. Taylor, 
it is described on the top? 

A It is described on the top sir. 

Q Yes? 

A The statement is headed "Royalite Oil Gompany, Limited, Pipe 
line Department, Geneve va dea anon of Cost of Handling, 
Gathering and Transporting Oil in Cents per Barrel at 
Varying rates of return on Invested Capital Based on the Nine 
wonths' period ending September 30th, 1938 on Amortization 
from January 1, 1939 on the Basis of 5 years, 10 year, 15 
years, 20 years, 25 years, and 60 years". low the invested 
Capital is taken from the sxhibit which I previously filed. 

Q Is it your report? 

A That is the statement of investment, net earningsrate and 
cost per barrel, it had fcur statements in it. 

MAJOR LIPSZTT: It is Exhibit "110". 

Lik. NOLAN: je have been calling that the 5, 10, 
15, 20 year statement, that is sxhibit "110". 

THE CHAIRMAN: The investment capital is taken fra 
wxeoroiy "LTO", 

Q MR. NOLAN: Are not the figures for the invested 


capital--—- 
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The figures for the invested capital are here on the C 
Exhibit , there are four ixhibits in that and the C 
Exhibit for the nine months ended September ZOth, 1938. 
The capital figures can be traced from there into this 
new Exhibit which I now have before us. On the 5-year 
period (:1,79,679.98; on the 10-year basis $1,249,185.66; 
on the 15-year basis $1,342.204.53; the 20-year basis 
$1,888,444.01; on the 25-year basis $1,432,802.79; on 
the 30-year basis %1,465,841.73. 

Then the cost per barrel is taken from the "ad" iixhibit, 
the one just following, in xhibit wilo", for: the nine 
months ended September JOth, 1958, costs per barrel, 6.99¢ 
on the oO-year basis; 6.10¢ on the 10-year basis; 5.72¢ on 
the l5-year basis; 5.54¢ on the 20-year basis; 5.39¢ on the 
25-year basis and 5.28¢ on the 30-year basis. 

In the memorandum attached to the front of Exhibit "110" 
we find these words: 

"We wish to point out that the Income Tax per 
barrel shown on the attached statements is 
the Income Tax on the profit actually made in 
these years and that there should be sub- 
stitut:.d, therefore, the Income Tax per bar- 
rel which will emerge from such rate as may 
be set". 

And I may say that Income Tax feature has been taken care 
of in these figures, in the next figures which we have to 


consider. 


TH CHATRuAn: They are taken into account in this 


lel ARB SY 


Yes. The Income Tax is taken into account in that and follow- 


ing on the cost per barrel after providing for Income Tax and 
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@ return of invested capital at the rates following, at 
10% on the 5-year basis 9.26¢; on the 10-year basia 
8.73¢ per barrel; on the 15-year basis 8.54¢ per barrel; 
on the 20-year basis 8.46¢ per barrel; on the 25-year 
tasis 8.40¢ per barrel: on the 30-year basis 8.36¢ per 
barrel. 

123%, 9.82¢ per barrel on the 5-year basis; on the 
10-year basis 10.04¢ per barrel; on the 15-year basis 
9495¢; on the 20-year basis 9.91¢; on the 25-year basia 
9.90¢; on the 30-year basis 9.909. 

L7G, 10.96, 100609, 1LOs66y (10.64.0010 .6G.) 2O.oG. 

At 20% rate of return 11.53 on the 5-year basis; 11.36 
on the 10-year basis; 11.466 on the 15-year basis; 11.37 
on the 20-year basis; 11.42 on the 25-year basis; 11.45 
on the 30-year basis. 

MAJOR LIPSET?: Have you the figure for your 

year 1946, Mr. Taylor? 

That is all figured up to the year 1946 and the memorandum 
in the front of these four statements shows that. 

Exhibits A and B attached hereto have been prepared 

applying the same principles as are set out in our 
report dated January 7th, 1939 and the Exhibits at- 
tached thereto. The same comments apply also to 
Pxhibits C and D, except that in the cise of these 
Exhibits a salvage value of 10% for the 5, 10 and 15 
year periods and 5% for the 20, 25 and 30 year periods 
has been assumed". 

But have you the figures translated into the rate per barrel 

basea@ on your figure that depreciation should be written off 


by 1946, completing your own evidence? 


I have not made that calculation, sir, because I felt that 
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the request for the 5, 10, 15, 20 year basis indicated to 
me that the Commission were gcing on to consider the life 
of the field and fitting it into whatever period might 
apply. 

THE CHATAMAN: You cannot make any such assump- 


tion. We are getting a lot of data in front of us. 


wITNSS: No, quite. 

TH CHATRMwAN: But we will come to our own con- 
clusions. 

WITNESS: I could quite readily have it 


prepared on the basis of my own submission. 

TH CHAIRMAN: Just carrying your evidence 
through to its logical result as being so much a barrel? 
Yes. 

AS you have done here? 

Yes. 

wAJOR LIPSETT: Now, bir. Taylor, do these figures 
in cents per barrel, do these give any consideration to 
the salvage value at the end of those periods? 

These figures do, yes 


They allow--- 
THE CHAIRMAN: That T8 Unshxhipsa ey Bie 


Yes. they allow for salvage value. 


MAJOR LIPSiTT: Is that a slavage value of 10% on 
the 5, 10 and 15 year periods? 


Yes. 


And 5% on the 20, 25 and 30 year periods? 


Yes. 


Your calculations cover that too? 


That is correct. 
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Q THE CHAIRMAN: We asked iir. Morrison to’ 


round out his evidence too, in so many cents ber barrel. 


MR. FRA JLEY: Yes and that will be ready to- 
morrow . 
TH CHATRWAN: Then uur. Frawley, I do not know 


whether we asked it or not, but I think we did, at any 

rate we do ask that Mr. Morrison also completes Dr. Boat~ 
right's evidence. : 

MRe FRAWLEY: Yes, that 1s coming on too. 

THE CHAIRMAN: Dr» Boatright left with that cale 
culation to be made by ir. Morrison. 

MR. FRAWLEY: That is quite right, that is being 
done. Mr. Morrison calls my attention to the fact that he 
has given the rates at 8% and 10, just those two, he has 
given you 8$ and 10. He might really have stopped for his 
own puzposes at 8%,to complete his own evidence. 

TH CHAT RMA N: He has not yet carried that out in 
a statement. 

MRe FRAWL AY: No, it ‘wis not been submitted yet. 
It is just 84 and 10 that Mr. Morrison has given it up to, 
but Mr. Morrison says he can bring it up to 124 and 15 if 
you desire, to have lir. Morrison's evidence complete as to 
the rate of return. taking these different periods, that is 
being done in that way, and so long as it is understood what 
Mr. Morrison is doing. 

THE CHATRMAN: He is giving 83. 

MR. FRAWLEY: And 10. Otherwise it is similar 
to what we have in #xhibit "116", the different periods, 
the “ gures are different of course. 

Well we do not want anything fran 


MAJOR LIPsstt: 


: . ul cf 
wir. worrison except to complete his evidence on the 8% and 10% 
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but he also has given usa set of figures taking off 10% 
depreciation. He hes given a separate figure as appeared 


in the company's books and I presume he will complete that 


TOO. 
wR» FRAWLEY: That is being completed algo. 
THE CHAIRMAN: One hates to ask for things which 


are difficult of performance, that is entailing a lot of 
work, does it involve a great deal of work in addition to 
taking the years that lir- Taylor has here, Mr. Morrison? 
Mike MORRISON: Oh no, that cén be done. 

MR. FRAWLEY: If you wish that to be done then 
we can do it. 

THE CHATRMAN: Then we have the two points of 
view directed to the same thing. 

MR « FRAWLEY: We have done the years and we 


Wib’do lees, 15, 17s and 20. 


THE CHAIRMAN: Yes, if it is not a lot of work. 
MR. FRAWLEY: No, we will do that. 
line FRAWLEY: ire Taylor, as you are submitting 


a supplementary statement to kxhibit "116" showing your 
exact figure of 8 years, it will be, will it not, to be 
comparable to this, starting with the lst of January 1939, 
it will be 8 years? 

Yes, I start with the lst of January, 1936. 

But to be comparable to Exhibit "116", to make it comparable, 
you will do 8 years, will you not, from the lst of January 
1939? 

Yes, it will be done on that basis. 

In view that you are doing that I will not comment upon it 
at all except tosay that perhaps it would appear that your 


rate woula bo somewhere between llsg and 14.36¢, about 


ll 3/8¢? 
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At what rate is that. 

At your rate of 20%. 

Yes, it will fall between those two. 

THe CHAIRMAN: You are going to do that exactly? 
Yes, but that is how it will fall. 

MRe FRAWLEY: Now, isr. Taylor, can you tell me 
precisely how the figure which as, the value which was 
credited after the 6-inch loop was sold, how that was 
credited in the books, how that credit was arrived at, the 
value which was credited? 

I telieve it war arrived at, a valuation made of the pipe 
that came up and the conditiox it was then in, it was a 
company valuation. 

It was a company valuation? 

Yes. 

So that the amount of loss which was shown, depended upon 
the bookkeeping, the valuation, the company valuation? 
Yese 

And the entyy made in the books? 

That is so. 

Now Mir. Taylor, we were discussing the other day the value 
of money, the total of money put into the indirect assets 
as shown on Exhibit "109" and it totals $121,024.57? 

That is right. 

An@ then from your reporte--~ 

THE CHA IRA N: | What did you say, Mr. Frawley, 
Pani bit “LOIS. 

MR. FRAWLEY: Bxhibit "LOI", the total of the 
additions, including the origirol amount of the additions 
thereafter, in utility assets, percentage credited or 
charged up to the pipeline division? 


That is right. 
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Wer $121,024.57? 

A Yes. 

Q And then I find on page, On Exhibit A of your report, 
Exhibit "100" that the proportion of investment in 
utility assets and service units applicable tc the pipe- 
line department, allocated on a direct Operation basis, 
was as of the 40th of Sept amber 1938 $324,252.859 

A That is correst. 

Q Ani the total of the investment was, as of the same date 
was it, or was it as at the end of the year 1938, that 
eet, 0245579 

A I think that would be for the nine months, I am not en- 
tirely sure of that. 

Q It would not vary very much? 


A It is the nine months ended September It hink. 


Well is it fair to say, now just correct me of course if I 


am wrong, is it fair to say that the $121,024.57 being the 


total of the cash invested h:.s now become, on your method 


of allocation, $524,252.85? 


A That is so.. The $324,252.85 le the ~: oportion on the basis 


of the overhead rate used as of September 20th, 1938. 


So that addition is made up, is it, of profit accumulations? 


A I would not say that. It i8 assumed that the two things are 


not related at all. This $324,000 is the amount which igs 
arrived at out of the overhead salculations. 


Q Well then, I thought a moment ago you said they were re- 


lated and then if they were related, my suggestion that the 


balance represented profit accumulations would have some 


force, would it not? 
A I cannot visualize the relationship- 
Q All right then, there is no relationshipe They are called 


the same things. Perhaps it is a weakness in this systcm 
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of yours, hir. Taylor, because we know now, we know now 
on your method of caleculk tions that the pipeline has an 
irterest, a proprietary intor st or whatever you want 
to call it, in these indirect assets amounting to 
$324,000 , that is right is it not? 

Mes,)tiet ta right. 

Well,then, and we know too, that all that the pipeline 
departments put in, using that expression as the best we 
can, we know they put in $8,000 in 1925? 

Yes. 

And sO On and so on and so on? 

Yes. 

ena they put in ¢5,000 in.1938? 

Yes. 

And that they put in a total over those years §121,000? 
That is correct. 

Well then TI say that it is 3ither one thing or the other, 
either your system is not very accurate or it does mean 
that 4%121,000 has become »324,000, now which is right? 
The $121,000 is made up of applying the overhead rate year 
by year. 


Yese 


An@ the September 30th, 1938 figures is an application of 
the overhead figure for that year, for that particular 
nine months. 

You mean you took what the total, what the company had, 
the whole Royalite Oil Company had in indirect assets as 


of the 20th of September, 1948? 


Yese 
And you found by using the percentage, the percentage 


method which you have used, that the pipeline has an interest 


in these assets anounting to $324,000? 


That is right. 
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But the fact remains as evidenced by Exhibit PLO that 
the total which, of cash which the pipeline department 

put into these kinds of assets, was 4%121,000, that is 
Pee S715 Hoe? 

That is so, yes. 

You say the one is not a result of the other, the one is 
not a child of the other? 

No, because we are dealing with the average situation over 
1S years in arriving at the $121,00 and the position is at 
a specific date in the case of the 324 thousand. 

Yes, well it is sort of puzzling to me but that perhaps is 
not important. I thought there was some relation between 
the two? 

THE CHA IRAN: L suppose it is qite plain to you, 
Mr- Taylor, forgive us for bothering you over things wich 
we do not readily understand, which do you say we should 
act upon, the figure of 121 thousand or 324 thousand, as 
being the utility assets properly allocated to, the value 
of the utility assets properly allocated to the pipeline 
department? 

The 121 thousand, sir, that is the one. 

MAJOR LIPSHETT: well, Mr. Taylor, translating that 
60 your Bxhibit A of Exhibit "100" and putting the figure 
in there of $121,024,57, what would that make the earnings 
on your basis for the year 1938, that is for the company 
6p of the pipeline? 

The rate of returc, it would make a difference in the amor- 
tization, you would be amortizing on a different amount. In 
the meantime, in the figures as they now stand, the amor- 
tization has been taken on the 324. 


But wevld it not put your actual percentage Ofn earnings 
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away above this 41 odd per cent? 
A Yes, because it would reduce the capital and it would 
increase the revenue. 
Can you give us that figure? 


Yes, I can give you that. 
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Q MR. FRAWLEY ; You will do that, will you, Mr. Taylor? 

A Yes 

Q Not at the moment? 

A No, I cannot. 

MR. NOLAN: That calculation is going to take a 
little time, Mir. Ohairman. It will take at least two days. 
THE CHslRMAN : Oh. 

WR. NOLAN: So I am informed. 

THis CHAIRMAN : LI suppose you can tell us, My. Taylor, 
best, as to how long it would take you? 

A It depends on how late we work at nigt. 

MR. COMMISSIONER LIPSETT: What I was eine dias Tay lor 
to do was to substitute the figure of $121,000.00 for the 
$334,000.00 odd. 

A I wish to state, Mr. Commissioner, that these amortization 
calculations look simple on the face of them but they are 
Quite involved. But I wilt make a point of getting it out 
at the earliest possible moment. 

A m datnotcsee,. Mra Tay bores aay. this eure. sit wrous look at 
Exhibit A? 

A Mes NeLT. 


A) This figure on Exhibit A of Exhibit "loo". You, give that 
figure of $324,252.00 as the proportion of investment in 


utility assets applicable to the pipeline department? 


A Yoo, ‘siz. 

Q, Allocated on a direct operating labour basis? 

A Yes. 

Q and in Exhibit "109" you give percentage of utility assets 
in actual money as $121, 024.25% 

A Ts that on Exhibit C8? 


Bxyhpbit "Log". What I was asking you to do was to substitut: 
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the $181,000.00 odd for the $324,000.00 oda@ in that Exhibit 
A and to bring out the resulting rate of interest on the 
investment on that basis? 

A I am afraid I would have to refer to Mr. Maw as to just 
how long that carilculation may take. 

Q I think I can make it myself in five or ten minutes. I do 


not know why the two days. 


MR. iOLAN: We can explain to you, sir why you 
cannot. 
MR. FRAWLEY ; I an going to bring something to Mr, 


Taylor's attention which may clear the thing up. You said 
a moment ago in answer to the Chairman that for the purpose 
of the rate-base you would take $121,024.57 on Exhibit 
"109" rather than the sum of $524,252.85 as shown on 
Exhibit A, as being the amount of the pipeline interest 

in the utility assets. Now, it is suggested to me you 

did not mean that. That i+ is not the $121,000.00 you 
would take but the $324,000.00. What do you say? 

A Teh calculation, as I understood Major Lipsett to ask for 
was a calculation substituting the $121,000.00 for the 
$324,000.00. 

Q Yes, and I am speaging abcut what the Chairman asked you 
a minute ago. The Chairman asked you which one the 
Commission would take as the proper figure to represent 
the interests of the nipeline department in the indirect 
~ssets. You said that the Commission should take the 
figures shown on Exhibit "109", namely, $121,000.00, rather 
than the figure shown on Exhibit A of "100", namely, 
$524,252.85. Were you correct in that answer? 

A Yes, sir, I was correct in that qnswer. 


Q All right then. On Sxhibit ¥116" sthen) (which*you- just filed 
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this afternoon, showing the net invested capital, if we 

had a break-down of any one of these amounts we would 

find in there under the heading of Indirect Assets? 
$324,000.00. 

Yes. Well, $524,000.00. If you still maintain that your 
answer to the Chairman a moment ago was correct why then 
you have not got the proper rate-base on which to calculate 
your rate of return, have you? 

That will be at $121,000.00, which I have said is the proper 
amount. 

Then doc* it not follow that Exhibit "176" does not have 
the proper amount as to the invested capital upon whch 

to calculate the rate of return? 

That is so. It works down to that. 


Then I presume we Will have a variation of =xhibit "116" 


filed? 
TH. CHATRMAN : I just wondered ir the witress is just 
momentarily confused about that. None of us want any 


cConrusion:. 

TR. FR uw LaY : Oh, no. Supoose We yvause there so 
as to give Mr. Taylor a chance to eonfer with his assistant, 
tir. Maw, to be guite certain. 

TH! CHATRMAN: Just to give ilr., Taylor time to think 
the matter over, because we do mt want an answer that 

does not truly veflect the witness' opinion. 

MR. FROWLSY: Nor do we want unnecessary work done 
over again if that is not so. 

TH. CHATRIIAN : If you think that worth while, 

will have a short rest. 

MR. MOLAN: Perhaps, I can help you. 1 have not 
helped yet, but, perhans, I can help a little now. 

TH CHAIRMAN: I would not say that. 
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MR. NOLAN: The 5121,000.00 figure that we have 
got before us is not the cash investment in utilities or 
indirect assets. It is the amount of money which would 
have had to be put in in cash in each of those years, 
aprlying the percentage Which we h-ve used as the basis of 
our calculation. 

MR. FRALEY: We understand that. 

MR. AOLAN: Ne have been dealing with this 
gl21,000.00 as)the amount of cash out ify “Dts not) cash. 
it is the amount of cash which would have had to have been 
pul in, applying the basis that we use, from year to year, 
With the varying percentages which we apply to thie 
particular distribution of the indirect costs. 

THE CHsalaan : Then do you say that the figure of 
$324,000.10 is the allocation of the actual cash? 

MR. NOLAN: No, 10 2Sunot: the el tocatiion oF 
actual cash, It is what the position would have been in 
the year 1938, on September 3Oth, applying in that year 
the figure of 28.8996%, being the percertage we were using 
jm that particular: period. (Ts theaviieni? 

MR. FRAWLSY: Yes, thats prigat. 

MR. SOL: Therefare,it follows that the figure 
that Mr. Morrison and ourselves would show in our renorts, 
my lord, as at September 30th, 1958, would not be the 
Mpeure of 121,000.00. Our figure would vary from it, and 
3o would ir. lorrison'ts. The extent, ~9f the variation 
would not be the same because the percentage that he is 
using is less than the percentage we use by about 10%, 

So that we would find in the statement at September 30th, 
1938, of if. Morrison's that he would put down as the 


proportion of investment in these indirect assets a sum of 
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approximately ¥200,000.00. It would come to $202,500.00 
On my rough calculation, 

MR. FRAWLEY: ' $181,499.04. 

MR. NOLAN: May I look at page 23 of Mr. Morrison's 
report. This may not be futile, my lord, if I may just 
have a moment. It would be, J thinks... .. 73. Morra son 
would, perhaps, wbe good enough to correct me - 18% of 
l,125,366.78, less the amortization reserve. Your figure, 
Mr. Morrison, I accept quite readily. It is $181,000.00? 
MR. MORRISON: NGS, 

MR. NOLAN: Showing that the figure of $121,000.00 
as contained on ixhibit "1909" is not the figure that we 
would use for rate-base purooses, because in that yearn of 
1838, ending September 30th, we apoly the figure of 28% 
and my friend iir. Morrison anplies the figure of 18% and 
we both arrive at a figure in excess of $121,000.00. 

i do mot. think there is any great dufrerence of opinion 
between us on that. 

MR. MORRISON: No. 

MR.. COMMISSIONER LIFSETT: What, exactly, do you say the 
$121,000.00 represents, Mr. Nolan? Does it represent 

what was treated as actual figures from calculations mde 
by anybody? 

MR. NOLAN: It has never been done before. We 
start to do it now and we get a figure of $121,000.00, and 
shat total of $121,054.57 represents the amount of cash 
which would have been required to be invested from pipeline 
department funds in order to provide their proportion of 
the indirect assets. Is thet wrong? 

MR. MORRISON : NO. 


MR. ZOLA: I do not want to be wrong, becruse it 
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only adds confusion to confusion. 


MR. BRAWLEY: I am gled Mr. Nolan does mt want to 
be wrong. 
MR. NOLAN: I want to get this cleared up, if I 


can. we have a figure of $121,000.00, and we are all 
assuming it Was money put into indirect assets, and it was 
not. 
MR. CUMMISSIONER LIPSETT: But if that is the sum that 
represents what tmeoy would have to put up for indirect 
assets year by year and that total is 9121,000.00...... 
THE CHAIRMaN : That they should have put up. 
VR. COMMISSIONER LIrSuT?: That they should have put up, 
Why should the Royalite for the purposes of this Enquiry 
charge this department with another figure, either double 
or treble that amount? 

Q MR. NOLAN: Well, Mr. Taylor, you can anewer that. 
Why should they? 
TH CHATRIAN : Mr. #orrison, apparently, does the 
same thing. 
MR. NOLAN: Zt is Dur cammon Sault, 1 ewe 
fault, and why did we do it? 
TH: CHalLRMAN: As I understand you now, before the 
witness answers, and so-that I may have the premise aright, 
you are ssying the fact is if this department had been 
treated as a separate entity, this pipeline department 
fad it paid its prcper sh’.re would have out up in money 
this 121,000.00? 
MR. NOLAN: Yes. 
TH CHATRMAN: | Is that right? 

That is right, my lord. But when we 


MR. NOLAN: 


come to give the figure to the Commission as at September 
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SOth, 1938, for rate-base purposes, the figure is greatly 

in excess, both on your report and in excess in ir. 
Morrison's report? 

Tag. 1s, 8.0; 

Why is it.so, in excess. Why is it not $121,000.00? 

Because it is based on the overhead percentage at September 
SOth, 1938, whereas the gl21,0060.00 is the average over 

the years back to 1925. 

wach year back to 1925? 

bach year there is a new nercentage applied as the proportion 
of the assets, which really has no relation to the additions. 
Ferhaos, we have got sanething there. Sach year back U0 
1925, according to uxhibit "109", a pveycentage is a 
of the amount of the cash which would have been required 

in that particular year? 

wes, Sir. 

To provide the pipeline department with these indirect utility 
assets? 

That is right. 

And that- is-carried out-as 2 total? 

Yes. | 

Am that is dore from year to year? 

tes, S17. The company may not have used &l11 that percentage, 
or it may have used more or less, and you have a position 
where you come to the end of the vear and you know exactly 
what the bal-nee of the utility assets 18 and you apply your 


nercentage. So that the two things are not related. They 


are not directly related. 


The average percentage used from these years 1925 to 19358 


in Exhibit "109" would be slightly in excess of 10%, would 


they not? Because we have 10.59 and 11.57 and 9.75 and 


1690 and so OM. Your average would be..... 
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Would be averaged over.... 

Siightly over 10% 

f would not like to say that. - 

Well, it is 10,11,9,10,11,9 and 15. It is somewhere in the 
neighbourhood of 10%. But the percentege you are using 
now is 28%? 

(hat is correct. 

Will pass the $121,000.00? 

wes. it.does. 

And is that not the reason why you get the $324,000.00? 
(Gs, that is the reason. Because we are using, September 
pOtm 1938. 

You are using the 28% figure as at that date? 

Of the utility assets actually on hand at that date. 


As opposed ta the period in Exhibit "109" of thirteen years, 


where an average percentage is slightly in excess of 10%? 


hats so, yes. 

THE CHalRMAN : And having taken the 10%, perhaps 
arbitrarily, or the 18% or the 28%, as the case may be, 
sane time we are interested in what we should act on. 

I understand in the result there is a wholly different 
percentage used in this last calculation for the year 1938? 
Ves. 

But this comes down to 1958 too? 

wiR. NOLAN: Tnue. 

DTA CHAIRMAN : And the result obtained here is 
different from the result obtained there because of the 
different percentage used. 

MR. NOLAN: | That is right. Now, you say to me: 
“hat percentage should the Commission use? 
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Yes. wWe are getting a lot of c:liculations 
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but ultimately what do we do? 

BR. WOLsN: Then we say on our basis, as we do, 

on an operating l'-bour basis, being the relation between 

the number of men employed on any operations in the pipeline 
as compared with the number of men employed by the Royalite 
Vil Company in operations, we arrive at a formula or an 


equation, and We apply it each year. 


THE CHalRMaN: And that would account: for the ditference 
MR. NOLAN: In the percentages. 

THE CHATRAAN : Between Mr. Morrison and kr. Taylor. 

MR. NOLAN; It accounts for the difference in Mr, 


Taylor's from year to year. He does not get the same 
percentage each year either. 

“HE CHAIRMAN : Quite so. But he ultimately arrives 
at 28%, we will say? 

MR. SOLAN: FOr Thus Pastipenm and. 

THe CHhe2TRLAN : yes, And Mr. Morrison ultimately 
arrives at 18%. I want to know how they get up from 10%, 
either of them? 

MR. NOLAN: Because “each year, Sir, when you 
apply either Mr. Morrison's basis or dur oWn, you are going 
to get a different percentage from that which you had the 
year before. It may go up and it may go dom, depending 
upon the relation, in my case, as between the nuriber of men 
employed in the operating department of the pipeline as 
compared to tho number of men employed in total operations, 
Va Mr. Wee ion) ee because, as you remember, his is the 
number of men employed in the pipeline department compared 
to all those employed in the whole company, whether on 
capital or on operation. They txke a payroll and from that 


payroll they find out what the oercentage will be to be 
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applied fer that year. They do not know what it is going to be, 


THE CHAIRMAN: Suppose 28% or 18%, as the case may 
Eee a6 
HMR. NOLAN: The 18% gives you $181,000.00 and 


the 28% gives you $324,009.00. 


THe CHAIR AN: Is that for the year 1938? 

MR. NOLAN: That period. 

THis CHAT RM Just for the nine months' period? 
MR. FRAWLSY: As of that date. 

THE CHATRE.2N: without relation to the years that 


have gone? 
MR. NOLAN: No. 
ie CHAL Rua? And I understand that these have 


relation to many years back. 


MR. FPRAWLLY: It is the total of the janount put ii. 
THE CHALRMAN: rE have it at last. 

MR. NOLAN: Then I have Deen of some assistance. 
THe CHATRMAN : Great assistance. 

MR. FRAWLEY: Now, Ma. Taylor, thanks to Mn. Nolan's 


enlightening remarks, Will we now say which amount is in 
sxhibit "116" for rote-meking nurposes? 

poe4, 000.00. 

He says $324,000.00? 

Yes, $324,000.00, whatever the figure is. 

THE CH .IRMAN : Mr. Nolan, since you have been so 
helpful, these are on a 10% basis arbitrarily taken? 

MR. NOLAN: For the first: tive years.» Arbitrarily 
taken for the first five years without regard to what the 
percentage might actually be if we h-d applied our basis. 
TH. CHALRiTAn: and after the first five years you 


apply your own basis? 
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MR. NOLAN: Yes, from 1931 on we ap»nly our basis. 
MR. CUMMISSICNER LIPSETT: Does that arbitrary basis for 
the first five yezrs, does that equally apply to the figures 
im axnibit "109" and the figures in this) Exhibit loo", 

MR. WOLAN: No, because in Exhibit "lOO" We only 
take it up at 1931, sir. That is where we begin. 

MR. COMMISSIONER LIPSETT: You begin with a figure, what 


I take to be a carry-on figure of $107,000.00 on that date? 


MR. NOLAN: Just excuse me a moment. 
THE CHAIRMAN : Certainly. 
MR. NOLAN: I am informed, Mr. Commissioner 


Lipsett, that the figure of $107,408.00, appearing in =xhibit 
A of "100" is the actual figure as st that’ date on a per- 
eentage basis of 10.3912 and is not referable vo anything 
that has gone before. 

MR. COMMISSIONSR LITSETT: That was taken on a basis of 10.39 
then? 

MR. NOLAN: Yes. That is the actual basis, 
the actual percentage which would emerge from the basis 
Which we used that year. 

MR. COMMISSIONER LIPSETT: In this Bxhibit "109" you take 

an arbitrary figure - not using that in any offensive sense - 
of 10%? 

TH: CHalRMan : For the first five years. 

MR. COMISSLONER LIPSETT: Yor the first five years. 

MR. FRAWLEY: It has nothing to do with #xhibit 
A, sir, though. 

MR. MOLAN: LT am Cold), Sir) “sah ibit Log, 
from 1925 to 1930 inclusive, there was an arbitrary 10% 
figure taken; after that they are actual percentages. 


THs CHALRMAN : On your basis? 
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bik. NOLAN: On our basis. 

MR. COMMISSIONER LIPSETT: aAnd.in the case of ixhibit "100 A" 
it was taken up till 1931 at 10.39%? 

MR. WOLAN: No, nothing that happens before 
the Slst of December, 1931, comes into that statement at all. 
That is where it begins. 

MR. COMMISSIONER LIPSETT: But it starts with $107,000.00, 
Mr. Nolan. 

MR. NOLAN: That is right. “Vou seein that 
year, sir, there was $1,000,00C.00 warth of indirect assets, 
roughly, in that year 1931, and applying our percentage of 
10.39, on our basis, you get a figure of $107,000.00. 

MR. COMMISSIONER LIPSETT: What I was putting, at that date, 
Sxhibit "109" and oxhibit "LOOA" ought to practically 
correspond. One was teken arbitrarily at 10% and the other 
was taken at 10.39%. 

MR. OLN: There is another difference anyway 
as noted there on Exhibit A of Exhibit "100", "The invest- 
ment shown above as at the end of each period represents the 
balance at the beginning of the period plus one-half the 
additions for the period." And that is takem into 
consideration too, both by Er, Morrison and ourselves. 

MR. COMMISSIONGR LIPSST?: Would that account for anything 


like the difference that appears in these two sets of figures? 


MR. NOLAN: No, it would account just for part 
Oi ait. 
MR. FRAWLEY: If it nelps..atratl. Mr. Chairman, 


lir. Morison tells me that so long as we keep compari 
these two Exhibits, "109" and "LOOA", we will be in 
trouble and stay in trouble. 

MR. COMISSIONGR LIrSsTT: «are you going to take the blame 
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fore scaring it? 

MR. FRAWLEY: I was thinking that, because it 
Was my Question, which was trying to build up the $121,000.09 
tnto the $324,000.00 that started all this trouble. 

WR. COMMISSICAKER LIPSETT: Perhaps, we could get a complete 
explan*tion from some witness? 

WR. FRAWLEY: I will undertake to Emve Mr. 
Morrison endeavour to explain what he understands from these 
two Dxnibits. They ere not his oxhibites buts cost. 
Will have the benefit of comparing them with Mr. Morrison 
and asking him then to make a submission. 

THis CHal RMAN : It must be remembered, 1 suppose, 
Mr, Taylor has not done all the detail work on all these? 
cad NOt. Sire 

And, consequently, he cannot so readily speak of the effect 
of the detailed figures? 

Yes. 

THR CHALAMAN : You have a man who has done the 
detail with you, i. Nolan, and he, perhaps, would prefer to 
explain it. 

MR. FRAWLEY : Now, the thing is as to whether 
that should be done separately. I have just a few more 
things to pass to and then I am finished. 

THe CHA rahiel: Considering we were concerned 
with releasing wir. Taylor last Friday, I think we should get 


along with hin. 
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Mr. Taylor, I think you said in your evidence in chief 

that the figure of 10 years which you took back to 1936, 
and went forward to 1946, the figure of 10 years was 

given to you? 

Well it was selectod before I arrived in Calgary. 

Yes, so that it was selected by the Royalite Oil Company? 
It was struck, I believe, between Mr. Humphries and the 
company, I was not here and I cannot say as to that. 

Well you did not get it, from whom did you get it and let 
us see if we can trace i% back to its source, from whom 

did you get it in the first instance? 

The calculations were under way on that basis when I are 
rived. 

When you arrived? 

When I arrived and they continued cn and when the period of 
12 to 14 years emerged from it, it did not emerge until the 
calculation was completed but the average, the average year 
was between 12 and 13 years and I applied my judgment to 
that as to whether that was a reasonable length of time 
over which the capital should be invested. 

Welle-~ 

THE CHA IRbAN: I didn't catch it, Mr. Taylor, 
what did you say about the le and 13 years? 

That is the calculation of the number, cf ihe weighted 
average of number of years that the capital was employed, 
taking the 1946 as the expiry date. 

THE CHAIRMAN: Oh yes- 

MR. FRAWLEY: _ Oh yes, maybe we are speaking of 
the same thing,but you have projected the life of the field 
or the life cf this equipment, of this property, for trate 


making purposes, to 19463 
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2 

4 Not for this purpose. hiy report clearly shows that it 
is a calculation merely having regard to the return of 
capital in what I consider a reasonable number of years. 

1@} In other words--= 
THE CHATHUAN: Mir. Taylor expressly said that 
he does not agree. has not cared anything about the life 
of the field in arriving at his conclusion, now he has 
Said that definitely. 

Q Mine FRAWLEY: Yes, and I want to be very clear 
and I was immediately proceeding to get that clearly from 
him, you yourself, ~ whatever the Roya lite Oil Company may 
think about it, - you have nothing at all to do and you 
are not concerned at all with the life of the field. 

A Not at all. TI am concerned with getting my capital 
back in some reasonable time. what I consider a reason= 
able time. 

Q And you did not get then, you didn't get the 19 yeara 
from the xnoyalite Oil Company then? 

A iE Gidir't Le. 

Q Aud so far as you know your Calgary agents did not get 
the 10 yearg from the rxoyalite Oil Company? 

I do not believe they did. 

Q, Then did your Calgary agents, iir- Humphries and Nr. Mew, 

they were working on 10 years when you came? 

A Oh yes. 

Q And all we have here from you is the finished result of 

their work? 


A That is right. 
So hire Maw and bir. Humphries had this same 10 year period 


ana for the same purpose, when you came here? 


A That is so. yes- 
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Q And so far as you know, Mr. Maw and ir. Humphries were 
not in any remote degree, more than you are, concerning 
thanselves with the life of the fiela? | 

A That is my, that is so, yes. ly report states that the 
period taken is 10 years from 1936 and the calculations 
were well under way when I arrived in Calgary and I re~ 
served my judgment at to whether it was proper until I 
discovered that the salculations gave me back my capital 
in 1lé to 14 years and I felt satisfied with that period. 

6) You do not know that the Royalite Oil Company had Been 

preparing any records at all based upon a lO-year life of 
the property? 

A No, LT didn't know of them having done that at all. 

Q So that if Mir. Humphries and Mr. Maw were working on 10 
years, you have no reason to suppose at all that they got 
that after a consultation with the koyalite Oil Company? 

A IT have no knowledge as to just what, how the 10-year 
cee came about but when I arrived in Calgary I looked, 
and it looked reasonable. and I did: not apply my judg- 
ment to it until I worked out a calculation, that it 
gave me my capital back in 12 to 18 years and I felt 
Satisfied that that was a reasonable time in which I 
should have it back. 

Q Why did you go back to 10 years from 1936, I mean why did 


you take 10 years, going back to 29367? 


A T dia€n't take the 10 years going back to 1936, the calcul- 


ation was under way on that basis when I arrived in Calgary. 


Going back to 1946. it was a 10 year period from 1936? 
A A ten year period from 1936 to 1946. 
Q To 1946? 
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And I thought you said something, and 77 I am wrong; 
certainly correct me, about that it was in that year 
that some oil was found in quantity, some crude was 
found in quantity, did I misunderstand you? 

That is in the report. 

Oh, that is in the report? 


Yes. 

like NOLAN: Page 4, iir. Frawley, the 4th 
line. 

inte FRAWLEY: At. the bottom of page 3 you say: 


"Ag no one of these three factors is capatle 
of being definitely ascertained it becomes 
necessary to assume a period of time over 
which to s»)read the provision for amortization 
of the capital expenditures which have been 
made from the commencenent of the laying of 
the first pipeline to September 30th, 1938, 
and to apply the resulting annual charge to 
to the period of 7 years and 9 months covered 
by the attached statemehts of operations. 
December 21, 1946 has been taken as the date 
by which the capital should be returned in full, 
being 10 years after the new crude field was 
brought in, in 1936". 
Well are you not having some regard to the length of time 
whieh this new crude discovery of 1956 is going to last? 
There is the period when, it looks as if there is going 
to be some chance of the capital coming back and we are 
looking to get it back in 10 years, out of 10 years' pro- 


duetion, regarding ourselves as a business proposition, 
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gets its capital back in ten years, from 1936. 

Q Yes, that is right amd you go on: 

"This calculation does not presume to measure the 
life uf the field but is merely a caloulation 
spread over what we consider a reasonable period 
of years". 

Is there any more than just a passing importance to the 
fact that you went back to the time when Turner Valley 
Royalites No. 1 came in and crude was found and crude 
began to come through that pipeline in quantity and you 
project that over 10 years, I mean is it an unfair sug 
gestion that you did novesee | 

A I was not, I didn't consider any number of barrels of oil 
could he gotten out, I didn't consider that at all or 
attempt to measure the life of the field,as I say in my 
report I took a period of time, I considered a period of 
time over which I could get my capital back. 

Q Well that is right, I do not want to labour it but you 
want your capital back as you say on the top of page 4, 
you say the date by which the capital should be returned 
in full. namely, 10 years, after the new crude field was 
brought in, well, - and really for practicak purposes, what- 
ever the basis was, it works out at some eight years from 
now, from the lst of January 1969, “rom the beginning af 
1939 to 1946? 

A °° Yes, 8 years from now. 

Q And you say that is your figure regardless of the life of 
the field? 


4 That is right» 
Q Then what thet means, Mr. Taylor, is that just supposing some 


of these petroleum engineers were correct at all, that means 
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that, and supposing it is correct to the Point of o4i1 
being still coming through that pipeline in twice 8 


years, in 16 years, what is the situation that we have 


to face, on your basis? 
A Peele urns out thet that is a0 then the amortization 
is taken for too close a period. 
Yes, and what is the result, what ha ppena? 
Your charges for amortization are high,y 


Pam sorry, © 'aGidan't ¢ét thats 


BS & 


Your charge for amortization would be higher in the 

shorter period. 

Q Yes, but I mean, this is what I am putting to you, just 
simply, supposing we accept your wiews of 8 years, and 
the rate is fixed on ttt basis and then we find tmt 8 years 
from new there is oil, and there is oil 16 years fran 
now, I just want to know what that situation results in, 
what does it mean to us? 

A Vell the figures necessary to calcuk te that have been 
given in the Exhibits. 

Q MR. NOLAN : Bearbi ty LEON 
Exhibit "110". 

Q Re FRAWLEY: Oh yes. Perhaps I am-not taking 

myself clear, I am thinking in terms of the rate, in terms 

of the raters 


A Tt would mean that the amortization taken on those figures 


should be extended over a longer period, which has bee done 
in these statements I have spoken of and it would give it, 
would give a lower figure, a lower period for amortization 
and it would imcrease the profits. 


Yes, and probably would justify a much lower rate? 


Oh yes, that would be SsO« 
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That is another angle--- 

THE CHALRWAN: what did you say then? 

wRe FRAWL AY: And would justify a lower rate 
and he agreed MeLn wecRy that was not precisely what I 
meant, I mean if your basis was accepted and a rate was 
accepted on the basis of your submission and then the 
thing goes through to 1946 and there is still oil to be 
carried, what do we do, do we go on charging at your 
rate, that is really what is troubling me? 

Well we do not but the calcuk tions which are in this 
ixhibit take cognizance of that and take those figures on 
to D, 10,15, 20, 25 and 30 years. 

Oh well those are alternative submissions, you might say, 
but I am assuming your submission is 8 years, I am regard~ 


ing your submission as 8 years life, that is really what 


you are saying now. 


THE CHALKAN: From now. 

Re FRAWLSY: Yes, 8 years from now. 

Well if it came to 1946? 

Yese 

And there was still oil coming over the pipeline and pos- 
sibilities of it coming over for the next 10 years, then 
you could not ask far a rate to amortize over that ee 
beyond 1946. 


Yes. 

THS CHAIRAAN: He says it would then be reduced 
to a plain carrying charge: 

JLTNBSS: Yeso 

hikte FRAWLHY: Yes, then it would be reduced to 


a plain carrying charge? 


Yes. 
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Q No more amortization? 

4 Yes. 

Q And the only result is that it would have been kind of 
hard on the people who had had their oil carried during 
the intervening 8 years? | 

A wee. that 1 3s Lt. 

Q THE CHAIRMAN: He says it would be hard on the 

company if there was no oil after 8 years. 

xes, that is right. 

And amortized on a basis of 16 years? 


That is right. 


& &- £& & 


MRe FRAWLEY: That is right, but I just put it 

to you in my way, even to me it is a pretty obvious result 
and — need not press it perhips. Now, ir. Taylor, dealing 
with the rate of return you have given us your best judg- 
ment, you have given your best judgment to the Commission, 
you have given to the Commission in your best judgment the 
rate of returm should be 20,? 

A Trat 1s s0- 

Q And you have detailed certain hazards, I am wondering if you 
have given due effects to the problem which confronts the 
Commission in the submission of same of us, that the life 

of the field is the first thing to ascertain, I say I wnder 
if you have given effect to that because the fact is, lhir. 
Taylor, that if the Commission, be it right cr be it wrong, 
and the Commission is only falutiblo..dike the rest of ns, but 
if the Commission does arrive at a figure, be it 10 years 

or be it 20 years, as the life of the field, or be it 30 
years, as the life of the fieid. if the Commission does ar- 
rive at that figure in its own mind then you will agree that 


that them beccmes, for the purposes of the Commissions’ further 
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reasons and calculations, that becomes a fixed thing, a 
fact, does it not? 

A Yes, that is so. 

Q Right. Then that being so, does not the hazard go out 
pretty well? 

A If the Commission should decide on 20 years cs the life of 
the field. 

Q «any amount. 

A They wiil consider, they will have considered the hazards less 
Onvrous than I do, that is the only result. 

Q Yes, I do not say 20 years, supposing the Commission arrives 
at 5 years, any amount, but that has been fixed then and 
done with and put behind them? 

A YeSe 

Q And they say for our purposes we are going fc assume that 
the oil is going to go through that pipeline for that 
period of years which we have fixed. 

TH CHAIRMAN: \t least. 

A Yes. 

Q At least, and that is on the safe side, now that being ao, 
accepting thas, does not the hazard go out of the invest- 
ment? 

A Yes, and as between, whether they choose 5 years or 15 years, 
that would be the measure, the degree of which the hazard 
goes out. 

Q, I do not know whether I follow you or not. The Commission 
has here a task, because, they have a series of tasks in 
front of them, one mati said 3® years and then we had it 
from there an ts way down to, well I do not like to say 
2 or 3, because there seems to be sane question about tt, 
these people did not profess to ~enture am opinion about all 


of it, it went down from 46, it came all the way down to say 10, 
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now the Commission in its best judgment makes up its 
mind somewhere in there is the life of the field so 
far as they are concerned? 


Yese 

Now having done that, there is no question that all the 
hazard , not more or less of it, but all the hazard goes 
out, does it not? 

The Commission would value the hazard in choosing the nun- 
ber of yearss. 

In choosing the number of years? 

Yese 

And a lot off calcula tions may cane into that, and they 
finally arrive at say for argument 15 years, 4 years? 
That may bee 

Any number of. years? 


YESe 


Them doesn't it follow that this suggestion you have been 
making to us about. hazards become of fairly minor impor- 
tance? 

As I say the Commission will have valued the hazard and 


the hazard disappears altogether. 


Correct, and so we go to the estimates that have been made 


and we can pick out any year that we may want to, but pre- 


guming for the sake of argument or our questions, that the 


year is fixed, and then we can soon see how much profit a 


given rate of return returns to the company? 


Yes, that is right, after the period of time has been made 


and the information on these statements, is it number "110", | 


will enable the Vommission to do that. 


Yes, that is true, so assuming that the Commission feels 
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arrive at some life of the eve la. then it perhaps is 

not necessary that it should have any great regard to 

the hazards to which you have called attention? 

That is assuming that the Ccmmission takes into con- 
sideration the hazards that I enumerated as having 

been considered in my view, as to how soon I can get 

my capital back and what rate of return I should get. 
Yes, and I want to discuss those with you and I am not 
unmindful of the hazards you have listed here, you have 
had regard to those hazards, because you did not, you did 
not attempt to take each hazard by arriving at the life 
of the field, that is true is it not? 

That is right. 

So not having taken each hazard by arriving at the life of 
the field, then ee haye gone into .~ych things as "crop 
risks" and so on? 

That is true. 

Now, Nr. Taylor, I say this with every respect, some of 
the opinions, some of the hazard which you took into account--- 
TH CHALTHL AN: Is the crop risk related in any 
way to the life of the field? 

MR. FRAWLEY: No, I quite realize these other 
things.and I want to discuss tat with him. 

MR. FRAWLY: I say again with respect some of 


the matters you have taken into account--- 


THs CHAIRsal: This is 4 wearisome business, iir. 


Taylor, would you like an adjournment or not? 


No, I would just aS so00n gO On- 


THE CHAIR: AN: Quite. 
luk e FRAWLEY: Po you agree that some of the 


fields into which you went in discussing hazards were really 
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the business of engineers, petroleum engineers, I called 
your attention to one matter, you mentioned the possibility 
of shallow fields coming in ard what night result fron that? 
Yes, just enine my judgment as a business man and not pre- 
tend in g--- 

To be a petroleum engineer? 

A petroleum engineer. 

And I presume you would have some regard or did you have re- 
gard, when advancing that as a hazard, to the opinion of 
engineers that deeper fields continue. to be diilled after 
Shallow fields came in? 

LI did not study the picture of that feature. I just con- 
Bidered the hazard from the point of view, for one thing 

the possibility of having to duplicate your capital and 

the other matters which I have mertioned in my evidence. 
Yes, but those are the things as I took them down, "getting 
no oil", was the first one, “the possibility of shallow 
fields coming in", "competitive pipelines", and the "crop 
risk" those are the four things? 


Yes-e 


Did you give more or less importance to anyone of those 
things? 

Tt didn't measure them in any mathematical way. 

No, now the possibility of getting no oil, do you mean by 
that, getting no oil out of these, out of the undrilled 
part of the field. My note was very brief. I simply have 
your "getting no oil", did you mean getting no oil frm the 
part of the field which is not drilled? 

I aia not consider any part of the field, whether drilled 


or not drilled. I merely took what I considered was an over~ 


all reason of all these matters- 
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Q Yes, but that again I suppose you would agree is same- 
thing, and mind you I say it with every respect, ia 
something that a petroleum engineer is better able to 
see to? 

4 Oh yes, no doubt about that. 

Q And then the next one is "competitive pipelines", that 
might be built? ) 

A Yes, 

Q In that regard I presume you were aware, I discussed it 
with you yesterday, that to all intents and purposes, 
this Royalite Pipeline ig now a public utility, is it not? 


A I would just, I take your submission that 1% was. 


(Go to Page 2999) 
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Yes, that is fair enough, if you assume with me and to 

the extent that I am right or wrcng will be disclosed 

by a proper reading of the St-tute, but if it is now, 

for practical purposes, a public utility, then I presume 
there will be some regard given to the regulatory body, 

to the nossibility of further pipelines being built, 

and what that vould mean to the through-put of this 
oipeline? 

Yes, I have no doubt that these things will be taken into 
consideration. 

I wean it is not just a case of anybody being permitted to 
build a pipeline anywhere he likes, and take all the 
through-put that is now going through this pipeline that 

We are GO anxious to Tix a’ rate fore 

I suppose there might be a franchise in that case. 

Yes, something similar to a franchise. Now, with respéct 
to crop risks, that is samething that is very problematical, 
you have never studied the relationship, I suppose, between 
fluctuation in crops as compared to fluctuation in sales 

of petroleum products? 

No, I h-ve not made any study of that, just in a general 
business way, I know that in a poor crop year there will 

be less gasoline and less pevroleum products used. 

You think it: should, that shaule 1ollow, sioutd iv note 

It should follow, and I would take it that it must follow. 
Yes? 

Because there is less petroleum »vroducts required for the 
harvest and so on. 

And sometimes, I do not know whether you took this into 
account or not, sometimes they have a poor crop area in one 


section and then a much heavier crop in another area? 
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Oh, yes, there would be that all the way down the line. 


and the consumption of petroleum products would balance 
itself between that good and that bad area? 

TS mien . 

But over and above all that, Mr. Taylor, over and above 
all that, I wonder if you have taken into account the 


probability that if something happened to the through- 


; Dee, and the through-put really went materially down, 


taat that could be dealt with by an application to the 
rate-making body to make an adjustment in the rite? 

I nresuse that could be taken care of from time to time. 
And sitvthat: could ibe taken carer of thewit wecomes of 
less importsnce and less moment to the present Commissio: 
fixing the rate for now, ‘that Tollows,) 2) jsupoose? 

Yes, providing this, accepting your statement that this 
ig going to be considered es ‘ateue ric miarity. 

Yes, assuming that from now on there ill be 4@ continuou 
jurisdiction? 

Yes. 

Over it by some rate-making body? 

Thay 2S Trrehes 

Then, perhaps, there is just one further question, if 
you made that assumption With me, then, that there was 
to be a continued supervision and rate-making power of 

a regulatory body, then that would necessarily reduce 
the need for a large return at the present time? 


Yes, it would reduce the rate. 
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MR. FRALEY: You would not want to 
venture a figure which you woulc be willing to come 
down to from your 20% would you? 

No, I ae not offhand. 

You just feel that it is quite proper to qualify your 


20% in that respect? 


Yes. 


Dieu ete ese think, Sin, “Ghat .is 

all I want to aske That is all thank you, Mr. Taylor. 
Re NOLAW: ' | have nothing .else, 

Sir. There were some calculations, Sir, that Mr. 

Taylor agreed to provides I wonder, with the permission 
of this Commission, if these calculations, which vill 
in fact be made by somebody else, if they could be 

put in by somebody else, Sir? 

THE CHAIRAN: Before you proceed, Major 
Lipsett wants to ask something. 

PRs COM TSS LOUER, Lirsnry's ire Taylor, if you would 
take your uxhibit "114"% 

Yes sir. 

You have us the See gen cspital that was put in by 

the Royalite Company into this Department as 1152,369.84. 
That is correct. 

Now in addition to that sum, as I gather, you put Ba ami a 
the years 1926 and 1927 and 1928 the three items in 

red type in the column,"add profit". 

Wo, that is the gross and the balance. hat we put in 
the first year was (152,000.00, and then we put in 
10,000.00 which brought it to 162,000.00 and then 
341,000.00 bringing it to }203,0v0.00. That figure 


is a cumulative figure, Sir. The figure on the outside 
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right hand column. That is the balance available. 
That is to say we start off with 4#152,000.00 at the 
beginning of 1926 and by our accumulation of profits 
and by spending a certain amount we now have 162,000.00. 
So What we have really put in in reat year is 
10,000.00. 
Does that mean you put in 310,000.00 in cash as well 
as making up the Losses of )»6700.00 in the Profit 
column? 
You consider you are going to recover your loss. 
You are going to recover your loss and taking the 
recovery of your loss into consideratien you have 
recovered your loss and you have 4%10,000.00 roughly 
more then you had at the beginning of the year. 
Is_that 310,000.00 more that you have in in the 
year 192 7? 
No, 1926. 
1926 you have »10,000.00 more than you have in 1925? 
Puy ony yeas sire 
That was put in in cash’? 
Yes, that was put in in cash, thet is these figures, 
theee red figures on the outside column as long as 
they are red, they represent the balance at that date 
of capital supplied by the Company. The balance at 
that date. Now the amount out in each year. If you 
wish to calculete the amount put in you merely take 
1929 amount from the 1930 amount. Those two 
figures are 1929 amount is y4e5,176.92 and the 1928 
anioun is §505,931.d1. 


Yes. 


So that in the year 1929 there vas $120,000.00 of 
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additional ney Company capital put in. 

Q PEG En? 

ba. Yes sir. 

¢ ae that etter allovinge for 159,000.00 of prorit: 

A fee Sir. That) ea taking in rirstea contribution 
from the profits, the actual profits for the year. 

Q “hat I was trying to gest at is, in that particular 
year did they put in: vl2o, COO. plus elo oI s09 
Of Drorii. is that’ cerrect? 

A No Six, that is not correct. “68 play Th leo ,0G0. 00. 
The profit, that assumes we used up all the profit. 
But as you will notice there was spent ,4602,000.00 
in Fixed Assets in that year. 50 that we used up 
our profit and have to put .~.140,000.00 mors of spies 
money in. 
in adcition to the profits? 

A In addition to the profits. 

, That is what I vas putting to your 

b Yes sir, that is right. 

Q, Then in the next year, 1940, you reduced the money 
put in by the profits of thet weer, Is ues tae 

4 Yes sir, after mseting your capital additions you 
reduce your Company money by roushly y,200,000.60. 

Q They got that much back in other words’ 

A Yes. The investment of Company funds was reduced by 
that much. 

a Then in the next year they got back some more and by 
1932, I think you gave us this already, they had 
all their money back and had .,51,586.98 of profit? 

A Yes. 


Of aceunuletec profit? 
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A Acoumulated profit, yes. 
I think I heve that clear. ell, perhaps 7 it may 
be made more clear, lir. Tylor, if you can give us a 
little separate statement of what went in each year, 
commencing with this 5152, 369 00? 

A Yes, that can be very readily done. 

Q And it would look as if at one time they had actual 


cash put in amounting to ‘425,176.00? 
y:) That was the highest point. 


cD) 


Perhaps a little statement that we could have to look 

over afterwards would clear that up? 

Yes, we can do that very readily. 

q Now, Mr. laylor, I wanted tv ask you a little more on 
this question of hazards. I take it when you come to 
the year 195% or 1936, say, there was not much hazard 
as far as the earlier investment was concerned? 

A No, that had all been recovered. 

Q That hagard had gone. I wanted to ask you about the 

hazard in connection with this new investment that 


was made, I think, in 1937 and 1938, the new pipe 


line? 
A Yes Sir. 
Q Now whet do you say the real hazard was in putting up 


that money in those two years and what was the extent 

of the total hs zard? What I am putting to wouve es. < 
A Vell the hazard to my mind is as to the length of 

time the production which came in 1957 and 1958, 

the length of time that will eontinue. That is the 


hazard I think. 


VJnat I would like to get at is, how real is that hazard, 


ED) 


On the lst of January 1957, according to your figures 
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they had }507,270.00 £n the He lee 

That is right. 

And by September 1938 they had all this new capital 
outlay? 

Yes. 

uxpended, but their capitel in the bank was reduced by 
less than »100,000.00, 397,000.00 only? 

Yes. 

Nasn't the only hazard that they ren in this entire 
investment that 97,000.00? 

No sir, I would not say that. As a matter of fact the 
cash balance as we discussed this morning is practically 
spoken for by the amortization. That beihg so we have 
no current money out of which we could pay dividends 

for instance. 

Is that correct? Their cash position, after this entire 
capital investment down to September 1948, the entire 
investment in the years 1937 and 1938, the entire 
investment had only resulted in the cash position 

being 197,000.00 worse? 

From 5507,000.00 to $410,000.00, yes, $97,000.00. 

And as ageinst that (7,000.00 they have this 800,000.00 
or 900,000.00 of new propsrty? 

Yes, that is so, sir. 

Viould you not think under those - subject to anything you 
may tell us, would you think that the hazard was any- _ 
thing that one might talk much about? 

‘Tell I would consider that all of the direct assets 

were under a hazard. wl,465,000.00. 

But of that total ,800,000.00 or 900,000.00 was put 


4n in these 18 months? 
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In 1937 and 1938, yes sir. 
Now just look at the position then both from the 
revenue point of view and from their through put. 
In your sxhibit "100C" the entire through put in 
1936 was 807,000 barrels approximately? 
in 1936% 

Ta ke 
1936. fenek your “xhibit "1006,:c-8? 
827,248. That was the 1936 through put. 
Now by getting in this pipe line, this sepital expenditure 
they increased that average daily during 1937 to 2,431,000 
odd barrels? 
in 19S7 2 Wes. 
Or they increased their through put three times really, 
practically? 
Yes sir. 
And when one looks at your uxhibit "113", when they 
were doing that, they increased their daily revenue 
from ovo2.00, belie =xnipiyn “Tio 
Yes. 
They increesed their daily revenue, from the October 
figure of 1936 of »552.00 per day to 91,664.00 per 
day, at the lst of September 1937, when this actual 
werk was going on? 
That is up to January 4th, 19388. 
Yes. And from that on they increased it to 2,472.00 


per day? 


Tress 


I just want your opinion of this, is the real fact 
that they were getting their revenue almost day by day 
to pay the money up on the capital expenditures? 


The hazard I take it then, isas to how long that will 
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last. 
Q In the meantime up to September +1938 you have got this 
whole capital expeniiture back, excepting (pl00, 000.007 
Yes sir, that is SO. | | ae 
Q And they have got a property which was originally 
worth 152,000.00 or thereabouts and which you now 
say is worth some thing around 1, 800, 000.007 


A A million and a half. 


Q Anda do you reelly say there is much hazard in view 
of those facts? | 
Poke | \ 

A As I see it from the point of view of making any 


return on the investment, any cash aes i and it is 
a fa ot that the Roya lite Oil Company has neen ying 
dividenas over these years, and having regard to 
the fact that 410,000. 00 Yeo reaeived as a sea poae. 
is spoken for by the amortization fund, and if ve 
considered it was laid Bp etae for amortization, there 
is eee you pene sey, no cash balance out of which 
dividends might have been paid during lee 13 years. 

q@ But leaving out that cash altogether, would this be 
Putting it untairiy to you, if 2 pay it to you that 
the customers of this pipe lime, of whom Ene fogs iaes 
themselves were one for a precentege - that the 
customers of this pipe line in fact eee 1957 and 
1938, actually put up the who capital money or 
approximately the whole capital money less this 
397,000.00, of which the Royalite Company have got 
the benefit in this available asset? 

4 Yes, that would bea Ropar submission. 

Q But would that be fair? I am.asking for information, 


I am not expressing an opinion, tir. Taylor. I would like 
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to have your view about that’ 
A vell they get the Fixed Assots. 
8) The Royalite Company‘ 
A Yes, the Royalite Oil Company got the Fixed Assets, the 
pipe line or whatever is represented in that expenditure. 
Q. Yes‘ 
A they did not get anything on which they could pay 


dividends. They did get the moneys worth in the pipe 


tC. 
Q They have the pipe Lins? 
4h Yes. And whatever risk there now is, whatever hazard 


there now is in the. piperLine, that) amount. 4619 t, that 
Trisk, whatever it igs. .in other .ordSiuse«. 

a As to whether they can get the benefit from it over 
all tine’ 

A That isthe wey Iloview dt Sire 

@, But as far as any possibility of loss is concerned, 
largely the only thing they could lose would be some- 
thing that the consumers of whe Linéywiad, put. up for 
them during the years 1957 and 1938, without any real 
risk to themselves at all* 

A That is right. 

Q In view of that, Mr. Teylor, is, it, fair to say, or is 
it asking too much to say that they should not get 
20% for all time on that money which in reality was 
supplied by the cousumers and the customers. Or should 
emo take that into consideration? 

A No. I think the question of those profits having been 
made and becn invested in Fixed Assets is a thing of 


the past. And have a new, entirely new situation. 


& 


G If you take that view is it not a question they have 
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really, as far as they are concerned, a gilt-edged 
investment because they have had their money out 

before they spent it, or during the time they were 
Spending it, during those tvc years, with the exception, 
shall we elec that $97,000.00? 

bh Yes, that is perfectly so. But the way I view this 
Situation is that if one looks at it from a cold hard 
cash point of view, the Compeny kas a balance of 
40,000.00 that it took out of its protits, that ia 
the figure you ses there? 

& Yes? 

h fil of which was spoken for by the anortization reserve. 
So that if you consider it that way, whereas the 
Company got one million and five hundred or six hundred 
thousand dollars worth of assets which are reinvested 
in the business, they did not get any real moneys 
out of it with which they could, for instanse, have 
peid dividends. They either get their amortization 
or they get funds out of which to pey dividends. 

The measure of how much vhey got in that regard is 
410,000.00 over this period of 14 years. So that 
th3re is nothing come out of the pipe line in the 

way of - basing it on these figures - out of which the 
Company could have paid dividends, unless they paid it 
out of the funds that were spoken for by their amorti- 
gation reserve. They might do that, and they would 
either have no amortization and some divid.nd income, 
or some dividend income and no amortization. I look 
at these tvioo as being one, one might say. It depends 
on how you went to consider them hether you are getting 


your amortization back or whether you are getting a 
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dividend. 

You cannot get both out of this sum? 

No. That is the submission I make. 

Is the true picture that in 1937 ana 1938, owing 

to the fortuitous position in which they were, 

that they were able to get their busines inereased 
from roughly 800,000 barrels per year to 4% million 
barrels per year going through your pipe line, with 
money actually put up at the rate the consumer was 
paying during those two years? 

That is. so, Sir. Can I follow that up by saying that 
the measure of the actual money they got back they 
could have spent, - as a matter of fact they got 
back no money in that period that they could have 
spent, because ithe balance «t+ the end of 1936 was 
~007,000.00 and they end up with 410,000.00, so 
thate... 

They were 497,000.U0 worse off in their current cash 
position? 

Yes. 

And for that 597,000.60 that they have put up the 
customers of this line have put up the balance of 
the capital which is roughly around -,800, J00.00% 

And tt $800,000.00 has been reinvested in the plant. 
There is no cash from which we can pay dividends or 
put in our amortization reserve. 

“ould it be fair to put it to you in this way that 
there has been a new cepital outlay of ,900,000.00 
OF 1,000, 000.00 made in the last two years, of which 
the Koyalite has put up under  »100,000.00 and the 


Consumers have put up the other ,800,000.00 or 
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3~900,000.00, or the other 80% or 30%? 
A Yes, that is what the figures show. That is the propr 
deduction from these figures. 


Then in coming to fix a rate which we will try to make 


£) 


equitable to everybody for the future, should we not 
have some regard to that actuality‘ 

A No, I would say that is past and gone with. That 
would be my submission. That whatever happened in 
the years that this Company went on its own free will 
and it made these profits, that they are theirs by 
right, by legal right, and I do not think that they 
can be taken frot them and should be considered in the 
basing of the rate for the future. 

Gh sven if we were satisfied that the true position was 
that 90% of the new pipe Lines were built by the 
customers and only 10% by Royalite, we should still 
give all the profits of the future to Royabite and 
nothing to the people who put up in faat 90% of 
the money? 

A That is the principle on wiich 1 would look at it, 
regardless of the amount. that it snould not be teken 
into consideration. 

Q You may be quite right. Iam not s&ying you are not. 
But it is a little startling to an outsider. 

& MR. FRaliLoy: If £ agree with you 
that the past profits were a thing of the past and 
they cannot be brought in now, in the sense you are 
putting, to reduce the me of return upon them and 
the amortization charge upon them anc So on, as you 
have translated them into assets, if I agree with 


you to that extent, won't you come some distance with 
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me along the other line that probably the Commission 
when it comes to gonsider the rate of return, and 

they are considering a rate of from 20 all the way 
down to 8%, and perhaps below that, that they might 
Show a little lack of generosity in the rate which 
they give you, having in mind the huge profits which 
you made in the past? 

That would be exactly the same. That would be con- 
trary to the opinion I have now expressed, 

The re “outa be no difference to you? 

No, no difference at all. That would be just taking 
them into consideration in another way. 

Rs COLLIISSLONSR LIPSsT?; Let me pursue this 
further, Mr. Taylor. Supposing that we were satisfied 
that we could not regard past profits in fixing the 
rate, would we be entitled to look at the true position 
that this money was only put up, 10% by your people 
and 90% by the others, as showing us that there was 

no real hazard, in fact that in the future you were 
going to get paid a return of 8 or 9 times the ea pital 
you had actually put in? 

I would consider whatever way we take them into consid- 
eration, whether as measuring the hagard or whatever 
wey you take them in, tht it does not alter the fact 
that they are being taken consideration of and in my 
ioinion that would not be right. 

Would the correct position be that today you have not 
only no hazards, and not only a gilt-edged investment, 
but an investment in which your capital has all in fact 
been returned to you, in fixing the rate? 


That goes back to the same thing, the return on 
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your capital. 1 icok on the situation as whatever 
profits were made and wherever they went, whether to 
capital assets or whether it is money tn the bank, 

that it should not be taken into consideration in any 
way, either in measuring the hazard or in any other 
waye 

~Should the fact be taken into consideraticn that this 
Company had a virtual monopoly in the trensportation 
Of oil from the field by reason of this pipe line, and 
that by that means they were able to secure their 
capital and make this new gilt-edged investment as far 
as any outlay is concerned - on what basis could you 
justify the hazardous return of 20% or anything like 
it? 

“sell-I think I agreed with you, sr. Commissioner, that 
as you get rid of the hazards that the return you 
would expect would come down. I mean I think I agreed 
with you that the 20% would be scaled down if all the 
hagards were taken out, and taken into consideration 

in fixing a rate base. 

It almost looks - perhaps you would give us an opinion- 
it looks ag if you have an investment tht is safer than 
Dominion Bonds, because you have your money out, 
practically all, befcre you spend it? 

That all works back to the point, whetever way you cen~ 
Sider it, whether in setting a rate which takes 
cognizance of the lesser hazard, or in whatever way 
you consider it, it would not in my mind change the 
principle, that in my opinion they should not be 

taken cognizance of anyway, in whatever manner it was 


done. 
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I would like to ask you one more question and then 
ivan finished, The pieture as you have it now, 

what would you say would be a fair income return to 
suggest to the Commission on whatever we find the 
actual capital to be? 

I would not wish to make an offhand representation 

as to that, lr.Commissioner. . 

Would you care to give us your considered opinion as 
distinguished from this figure you .ave in your Report? 
Just think it over and let us know in the morning? 

Yes, I can do that. 

ioe HOLA: I was so anxious tir. 
Taylor would be allowsd to go tonight, and we kept 

on in that hope. The calculations that are going to 

be made can be made by somebody else, and ean be 
brought in. They would be mde by somebody else in 
any event, and an accountant will be made available 

to present them, and be subject to any cross-examination 
there may be. 

Mir. Molen, I would like to wait until tomorrow in any 
Case. 

Mie FRAVLEY: You c@énnot get back to 
business until Monday morning, and waiting until 
tomorrow would do the same thing? 


Yes, I would like to wait over until tomorrow. 


(At this stage the Hearing was adjourned until 10.50 A.li. 


avth January, 1939). 
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~ 6015 - 
MR. FRAWLEY; lire Nolan haw asked me to call 
Mir. liaw now. 
LiRe NOLAN: There are certain points here 


which have arisen, for example the ¢52,269.66 and I 
thought this might be a convenient time to have these ex+ 
planations made. 
MR. FRAWLEY: Before Mr. liaw gives evidence, Mr. 
Chairman, Mr. iiorrigon the other day referred to just one 
paragraph in a report, in an order of the Board of Public 
Utilities' Commissioners. I said at that time I would file 
it and I would like to file it now. It is the certified 
copy of the order of the Board which Nr. WMorrison referred 
to by number and quoted a paragraph from it. It is order 
number 6427, dated the 20th of July, 1941 and the paragraph 
that hire Morrison, it is certified to be a true copy by the 
secretary and the imprint of the Board’s Seal is on it, amd 
Mr. Morrison referred to a paragraph which appears at the 
bottom of page 16 and the top of page 17, two paragraphs 
really, under the sub-title of "rate of return". 

(CERTIFIED COPY O# ORDER 

OF THE BOARD OF UTILITIES 


HERE WARKED AS EXHIBIT 
mig"), 


ARTHUR iuAW, having been recalled, 
examined by lire Nolan said: 
MR. NOLAN: Mr. viaw has been sworn and qualified? 
MR. FRAWLEY: Yes, he has been sworn but I think 
not qualified. 
Q tuRe NOLAR: You are a chartered accountant, ir. 
waw? 


A Yes ~ 
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Where did you serve your articles? 

In ianchester. 

And where were you admitted to the Standing of a Chartered 
Accountant?. 

I was admitted to the English Institute, the Institute of 
Chartered Accountants in England and Wales in 1925. 

Yea. 

The Alberta Institute in 1937. 

Your standing in wngland would give you admission to the 
Alberta Institute or would it? 

That is right. 

And you have been practising here in Calgary with the firm 
ef Price, waterhouse and Company? 

I have been employed by thom. 

For how many years? 

Since 1930. 

Now ire Maw on page 3 of the report of Price, jJaterhouse and 
Company being Exhibit "100", there is a discussion about the 
cash basis and what has been put in and takem out in respeot 
of certain items of money, an item of $56,269.66 have you 
that page of the report? 

Yes. 

And the statement is "Phe application of this cash basis also 
had the effect of adding $56,209.66 to the capital assets as 
shown by the books over the period from 1925 to 1938", then 
in the course of the discussion before the Commission some 
question was raised as to what this amount comprised, because 
we have treated it rather lightly, and it is a large amount 


of money, 56 thousand odd dollars, now you know about that, 


Mr.e liaw? 


Yes, I do. 
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g Would you be good enough to give to the Commission an ex- 
planation of that item and if you can how it is made up? 
A Yes. I have not made up a detailed list of the items con- 
prising this item of 706,269.66 because I think when I 
have attempted to explain to you how it is made up it will 
be apparent that the detailed list of items comprising it 
would not only be very very lengthy but it would not be of 
any more material assistance than the explanation of the 
item in total. However if the Commission finds it necessary 
to get complete details of all items making it up it can be 
got in a matter of perheps two or three weeks. 
Q Why is it so difficult, hire. maw? 
A Well the reason is this, that as we state here on pages 2 and 
4 of the report, the investment in capital assets is arrived 
at on the basis of the dollar value put into the business year 
by year less the dollar vulue recovered on the retirement of 
capital assets year by yeare Wow that means that our presen- 
tation of the cash invested in capital assets is on a different 
basis from the, from iir. Morrison's presentation, right from 
1925 to 1938 and it is also, it also results in a different 
figure from what the books of the company show now, although 
in arriving at our figures we have of course taken the 
figures which have sppeared in the books during this period. 
The main reason for the 56 thousand difference and in speak- 
ing of the 56 thousand I would preter to speak of the whole 
difference, that is the y56,209.66, plus the cifference of 
@102,402.42 which represents the 6-inch loop. 
which is being the difference between § 178,885.02 and 
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A That is how the 102 thousand is made up. 


Q Yes. 
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The difference of 102 thousand and the 56 thousand is 
$158,782.08 and that is the difference between the capital 
assets as show by ir. Merrison at September 50th, 1938, 

G1 ,306,368.48 and the amount of %1,465,150.56 shown by ud 

as the cash investment in capital assets and this difference 
of -b58 thousand is really composed of two differences, there 
is the difference in value of assets brought in and, that is 
one difference which I will try and explain, and the other 
difference is a difference in value of assets removed. In 
iro Morrison's presentation of the fixed assets he has taken 
the assets as they now appear in the books with the addition 
that he has added to them those assets which were fully de- 
preciat.". by the company but which are still in use and being 
still in use he has added them back and applied his ow 
various rates of depreciation or amortization to them since 
the time when they were first acqmiired. Otherwise, his 
statement of the assets is in accordance with the books as I 
think is noted on Nr. Morrison's Exhibit. 

in his report? 

In his report. 

Phat would be Exhibit "88", where is it noked in ir. Mor- 
tison's report, do you remember? 

Mes, I think d4\ds 26, on page: Hoot tases 

Exhibit "88"? 

Of Mr. Morrison’s report, he shows capital assets $1,406,368 .48 
that is direct pipeline assets and a note at the bottom of the 
Exhibit "In the books of the company at SUth September, 1958 
the net value of the pipeline assets is g1,166,197.25, which is 
the above amount of g1,405,868.48 less depreciation written off 
amounting to $140,171-26-" Our own presentation of the capital 
assets can only be tied up with the company's books by re- 


forring to the amount which Mr-e Morrison has there shown 
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$1,306,508.48 and the difference of 158 thousand which 
I am now trying to explain. 

Q Well are you saying the difference between you in the value 
of the capital assets rests very largely on this figure of 
¢158 , 000? 


4 That is the difference. 


Ce Ana the only difference? 

A The only difference. 

Q Yes, all right. 

A And I said that difference consisted of two differences; in 


the figures as shown in the books when an asset is transq 
ferred to the pipeline department from another department 

under the system which the company is using at present, that 
asset is transferred in its original cost and the depreciation 
reserve which has been accumulated on it is transferred to 

the depreciation reserve belonging to the pipeline department's 
assets. In other words for a concrete example, if a pump of 
which the original cost we wil’. say was $5,000, was transferred 
from some other department to the pipeline department and be- 
came a pipeline asset and this pump had been in use in another 
department for a sufficient time during which it had acm ired 

a depreciation reserve we will say of §2,000, when that pump 

is transferred to the pipeline depaxvtment and becomes a pipe- 
line asset it will appear in iur. Morrison's presentation at 

its original cost of %5,000, but in our presentation it will 
not, it will sppear at its net value of 45,000, that is 
$5,000 less 42.000, that being in our opinion the cash 

value at which the pipeline departments acqired it. Then we 
will suppose that this same pump remains in the pipeline de- 
partment for say two years and is then transferred out again 
say to the scvudbing plant. In Mr. Morrison's presentation 


the $5,000 at which it came in is then completely removed 
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and he will also remove from his depreciation reserve or 
amortization reserve an amount equivalent to tke reserve 
On the pump. 


The accumulated reserve? 


£) 


A The accumujated reserve, but in our presentation we would 
not do that. The pump had come in to us at a net Yalue of 
y5,000. ie had had it say about two years and durirm that 
time an additional depreciation would accrue on it and by 
the time it left the pipeline department it would only have 
a net value of about say ¢2,000 or $2,500. In other words 
during the time that it has been in the pipeline department 
from our point of view, its cash value has decreased by we 
will say #500 due to the depreciation which has accrued on 
it and the way in which we have handled that is this, that 
when it was removed from the pipeline assets we have credited 
te the investment the cash value at which it was removed, 
thereby leaving in our presentation @ cash investment dif- 
ference between the value at which we acgmired it and the 
PP ieaehonah we sold it and that difference has been 
amortized over the remaining life of the field, or the life 
of the field, I mean the remaining period either 5, 10, 15, 
20, or 25 years as shown on the various ixhibits which we 
nave eae Now the effect of transactions similar to that 
and also of transactions where the asset was actually sold 
for cash, not necessarily transferred to another department 
but was sold for cash, has made this net difference of 158 
thousand and some odd over the period and I made ~ calcula- 
tion to find out to what extent the 158 thousand consists of 
assets removed and to what extent it was an adjustment of 
the purchase price of assets still in use, that was neces- 
sary because in the statements in which we leave the salvage 


value on the assets it would mite obviously be impossible 
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for us to leave the salvage value of a cash invesmmcnt 

Woich is no longer represcnted by physical assets, for 
instance the 6-inch loop. There is no salvage in the 

$100 ,000 of cash loss, which we took on that, so in 

preparing the statements on a salvege value basis I amor- 
tized 100% that part of the capital investment which is 

no longer represented by physicai assets and to 90 or 95% 

as the case may be, that part of the investment which con- 
Sists of assets still in use. The effect of ttt was in 
round figures this $158,000, consisting approximately of 

#50 ,000 less the cost of assets still in use and $200,000 
cash investment no longer repressnted by physical assets, 

but perhaps I am not making myself very clear. The reason 
why it would be hard to give yon a complete break down of 
the $56,000 is that over this long period with transfers 

in and transfers out, all on a cash basis rather than on an 
original cost basis, the item is. as i8 readily apparent, 
made up of a very large number of small items. I do not 
think that a detaited list of them would really be of value 
to you but we do know that in the case ofthe e-inch loop our 
total difference c&§& 9156,000 is accounted for to the extent of 
102 thousand and gome oud dollars by the 6-inch loop alone «nd 
in that connection I woule like to go a little further, on 
the basis of iir. Morrison's presentsution of the investment in 
capital assets he would, in 1932. when the 6-inch loop was 
removed, he would charge to operations in that year the 
loss of the 6-inGh loop and the loss would have been approx- 
imately as follows, ~ I have a calculation on the basis of 
our own 8 year presentation ‘so it will be a little bit dif- 
ferent in 5, 10, 15, 20 and 25 years, but the effect is much 
in 1932 the asset of $178,885.02 would be removed 


the same, 
from the capital investment and the depreciation or amortization 
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reserve on it, which had been built up between 1929 and 
1932, would be removed from the reserve and the difference 
between the cost of the assets less the amortization re- 
serve and the recovery value would have been charged to 
profit amd loss in that year. Now in round figures I find, 
and I believe it has been given in evidence, that the 
average annual charge for amortization in our presentation 
was a little over 5% to 1938. ie will assume, therefore, 
that this asset had been in use for about 23 years,tmt I 
think is approximately the period and had been amortized 
at an average rate of about 5% per annum, it would have 
acquired an amortization reserve of 12$% in two and a half 
years, which again in rough figures is 22,300, so that it 
would stand in our books at a net value at that time of 


$156,585.00. 


(Go to page 3023) 
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A And the recovery value of which was 76,482.00 
leaving:a loss of 480,203.00 stn 28sey “Thatyiin 
roung figures, is as it would have appeared in kr. 
Morrison's presentation had he made one for 1932, 
and Lf; sir, you wild refer; to; Exhibitwesc wor. our 
Pxatb it “LOOM. the Statement of Operations for 
the year inding December 2lst, 1932, on which we have 
arrived at the profits from transportation before 
Jroviding for Income Taxes of »69,014.41, if we 
deduct from that the «80,000.00 of loss on the 6 inch 
loop, we would heve a loss of ,11,000.00 odd for the 
year, and there would have been no return on the 
investment in pipe line assets at all in 1932, which, 
of course, would heve had an effect on the average rate 
of return of 23.80% which we show as the rate of return 
for the period of 7 years and 9 months on our Exhibit A 
Cramp. "LO". 

Q Mm. NOLAT: So far as the {56,000.00 
item is concerned, it can be run down and the items 
which brought it can be traced as to when they came 


in and when they went out, and that is susceptible. of 


explanation, is it not’ 


A That is correct. 

Q But it would take some time’ 

A It would take a very long time. 

Q We COMMISSION: Giibest How was it arrived at, iir. 


a 4 


Maw, without taking down the items’, 


A It was arrived at by this - do you mean how did we arrive 
Obes estes 
a Mn. LOLSN: The ,86,000.00. How do you 


know it was »56, 000.00? 
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A Our difference of ~56,000.00 as I said is the 3158,782.08, 
less the 102,000.00 odd which we can directly attribute 
to the 6 ine: loop and our difference of 158,782.08 
was arrived at by deducting the amount shown by liir. 
Morrison of ,1,030,000.00 from the amount of »1,465,0v0.06. 
That is to say that is the difference. But the reason 
why it is the difference, of sourse, is because our 
calculations come to ,1,465,000.00. 

Q Yes? 

A And I can explain the difference this way by saying 
how we arrived at the .51,465,000.00. ‘ie did that by 
analyzing all the entries in the asset account.... 

Q) MR. COMTISSION&R LIPSATT: On what page was that 
Bd (46511000. 00% 

A That does not appear on wsxhibit "LOO". But on Sxhibit 
"100", the top figure in the September 30th, 1938 
column. 

Q Rh. NOLAN: That would be sxhibit C-8% 
AG Pate dae ever ime We 

a) Oh yes, in syhibit A? 

A That $1,227,000.00. 

Q Lee. COMMISSIOMMGR LIPSaAPrr: Just a moment, #xhibit A 


you say? 

A Exhibit A of "1L00". In the September 30th, 1938, column, 
G1,227,320-41, investment in trunk lines, gathering lines 
and other direct capital assets, and the note at the 
bottom of the same page "The investment shown above as 
at the end of each period represents the balance at the 
beginning of the period plus one-half the additions for 
the period." So that if we add the $1,227,320.41 and. 

half the additions during the 9 months to September, 
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S0th, 1938, we will arrive at ¢1,465,150.56, that I 
think I have shown on Exhibit "114". 
Q ie see (OLAS Yes, that is right. 

TH. CHAIRIAN: I do not quite follow 
yous To make this calculation you must take Mir. 
Morrison's figure must you? 

A No, Il am afraid I have not quite finished iy explanation 
of how I arrive at the »1,465,000.00.. I analyzed all 
the entries in the asset accounts from 1925 to 1938, 
and converted them to a cash basis by - in the case of, 
Say the sale of an asset substituting the cash value 
of the sale for the original cost value, and in the 
ease of transfers in, which arpctred in the books 
at the full original cost I substituted for those the 
net cash value at the time at which they went in, 
and the result of those calculations geve me the figure 
of 31,465,150.56. In other words I had converted the 
investment in direct assets as shown on the books to a 
cash investment in direct assets. My figure of 
wl, 465,150.56 represents the totel cash spent less the 
total cash recovered on purchases and sales of capital 
assetse ‘hen I say césn I assums the net value at which 
the asset is transferred from another department to 
be its cash value. 

a Tieeiags ts Odd Lig Less those cash sales. 
You said »1,465,000.00 less the cash sales; 

A No, that is after deducting....-» 
After the cash sales have been deductedt 

4 Yose 

A Or credited as the casc may be. -ell I do not quite 
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A . The total difference between my cash investment in 
fixed assets and ir. iiorrison's investment, which 
he has reconciled with the books. | 

Q Yes‘: 
Is »~158,782.08. 

Q Yes, that is from the books Mr. Morrison took that? 


ys Yes. After adjusting that by putting back assets 
fully depreciated in the books which are still in 
use, such as the original 4 inch line, then you have 
& difference of (158,782.08, and we know of that 
difference of (102,402.42 which represents the 6 
inch loop. 

Q Yes? 

A As quoted on page 3 of our sxhibit "100". Therefore 
the remaining difference of ..56,000.00 and some odd 
dollars is made up of these innumtrablce small adjustments, 
iat e HOLAN: Yes.iod wonder Gr that 
is clear to ''r. Commissioner Lipsett how he arrived 
at that? 

MR. COMMISSION se Lirsstt: Ido NHothknow that it is. 

I understand what he is saying. Did you take i:r. Lorrison's 
figures and because they differed by .56,0U0.00 from 

yours, Mr. ‘fa, you in some manner you heve not investi- 
pated or explained yourself, you seek to charge that, is 
yaaa aut? 

4 No, that is not the explanation, Major Lipsett. My figure 
of 31,465,150.56 is a figure which I havs arrived at by 
analyzing the asset account since 1925 and to date, 
and I have converted all the entries in this account into 
cash or the ecuivelent. 


Q Yes? 
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Q 


iy A a 


ES) 


For presentation. Therefore I know that my el 465,000.00 
is correct, subject to any small mechanical errors which 
may have been mace, and I know that Mr. en ecn ys 
figure of 41,506,000.00 is also correct. But his figure 
represents only the asset still in use, and mine represents 
the cash invested in the assets, less the cash taken out 
whether they are in use or not. 

I see. Then you can put your finger definitely on the large 
item of 102,000.00 and you say the other is on the same 
principle and made up of a large number of small items? 
That is right. 

lik e NOLS ll: To put it another way, 

the difference between you is $158,000.0C odd dollars 
of which we have that »,102,000.00 which comprises the 
Six inch Loop. 

PR. COMMISSIOVER LIPSSTT: One item? 

MR. NOLAN: One item. iirgo the 
556,000.00 is for other items that have come in and 

gone out. 

Which we know to be numerous in any case. 

During the 12 years? 

Yes. 

This 6 inch loop, for the purposes of this report, in 
any event, the recovery value of which has been 

credited to the investment account? 

That is correct. 

Do you approve of that method as an accountant, for 

the purposes of this Conmission’? 

Yes, I do. 

Why? 

Because it is by this method that ve arrive at ina 


certain and definite manner the total cash investment 


Sa 
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in Sapital assets for the whole period during which the 
operation has been in existence. 

And that line was taken up of course? 

That line was taken up. But I looked at it this way. 
$100,000.00 of the shareholders! money is still invested 
in the pipe line business. 

Yes. Then supposing the line had not been taken up. 
Supposing there had been several other lines which are 
not now in use, what would you do with those for the 
purposes of this Commission? 

“@ll, several other lines which are not now in use, 

but which [ take it hed boen put in with the object of 
using them. 

Does it matter what object they were put in with in your 
opinion? 

Yes, I think it does. 

What difference does that make? 

If they were put in with the bone fide intention of using 
them for the purpose of operating the system, and if thsy 
were put in prudently and in the best judgment of the 
management at the time, then I think that was a proper 
disbursement of the shareholders' money and they should 
pe entitled to consider that their money is still invested 
in the business, even though the actual physical asset 

in which it was invested may either be use_ess today or, 
as in the case of @ 6 inch loop, completely removed. 

You put your opinion on the basis of what was put in in 
cash? 

That is right. 

Into this business? 


That is right. 
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Q But you qualify that by saying that you must take into 
consiceration whether or not itwas @ prudent invest- 
ment? 

A On, 1), a0 so, derinitely. 

Q In other words, you would not expect a rate on moneys 
that had been dissijfa ted? 

A Exactly. Providing, of course, it had not been dissipated 
unintentionally. By that I mean it must be a bona fide 
investment, and if it is, and unless you can show very 
gross negligence and that sort of thing, I think there is 
no 4y2icstion but that that is cash investment on which the 
rate Should be based. 

Q me. COMMISSLONA LIPSETT: What a reasonable company 
or a reasonable man would do, I suppose? 

A Yas, exactly. 

Q@ THE CHAIRIAN: Mr. Waw, I was just 


womering about this over night. say there is » 100,000.00 
in this loop, $102,000.00. Leaving for the moment the 
standpoint of the shareholders whose moneys were invested 
and thinking as I think we should do in part, of the 
people who are p2ying for the services 4 1s a5 right 
that they should be paying a return in respect of this 
®100,000.00 odd invested in a ioop that no longer 

exists as distinguished now from your getting your money 
back. You have made tlt investment... You have made it 
as @ prudent man would, and so you no doubt - I say no 
doubt, all my views are subject to chenge hour by hour 
and day by day - but at the moment it occurs to me that 
it might be sensible that you Should get that money back, 
But what no one has advertec to, and which struck me as 


being perhaps right that we should consider whether of 
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not these people who are using that line should he . 
peying a rate that would give you a return on that, 

when the asset which it represents has ceased to bet 

i #86" your point; my Lord: 

‘that @o you think of it? 

Vell I think this, that this is not an Utopian pipe 

line which ve are considering. It is an actual 

pipe line, and I think if I might answer your question.... 
ourely you would not have pipe lines at all in Utopie. 
Liga ke Wigew They haven't any accoun- 
tants there anyway. 

If I might make this comparison, when you travel on the 
CePere, to day you buy a ticket. The price that you pay 
for the ticket is, I take it, one which is ealeulated to 
give the C.P.R., a fair return on its investment. 

TH CHALRMAL: Yes, I think so. 

And I think it is very unlikely that they teke into 
Gonsideration all the nist&kes and misfortunes which 
may have hsppened to them when they were building and 
opersting their line. In other words, they vant a 
return on the money which the shareholders have invested 
PR GAG "OP sie In the same way, in this pipe line, the 
public are looking for a rate on this pipe Line, not 

on the most perfect pipe line in existence, and one 
which has been put in without any errors, and one which 


has been.... 


 YOLAN: Perfectly managed. 


Uhiyts le 


Perfectly managed, although we have had evidence to 
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lines now. 

Three lines, yes. 

Three lines? 

recs 

All right. Supposing you pulled up two of them, for 
reasons that seemed to you sufficient, would the public 
pay a rete on those tro that vere pulled ups di say 
the public. @ will assume it is the public for the 
moment. It happens to be a lesser number now but 

the publie are affected in due course. ‘:e have three 
Lines. You sey "ell it does not seem to us sensible 
thers should botihres. “-e put them dovn thinking there 
should be three. But we pull Up Geren, then: Tow 
there is only one. Nov’ you sey those who use it 
must not only pay the amortization, but they must for 
all time pay a return on the money at a proper rete, 
which rate is in no vise affected by the circumstances 
that two lines have ceased to ofe rate and there is but 
one. Does that appeal to you: 

bisee the point. 

Thet perhaps is a little different Prom thew G.c.ce, 
tickets’? 

I would not Like to give a snap judgment on that 


os 


because there are two distinct interests involved 

there. 

Yes, and mark you at the moment we are concerned vith 
these people who are payiig as well as those people who 
are getting the return on thcir capitel invested, hoping 
to he fair to all? 

That is right. 

In such pie aaa Sa as we may make. But we oeannot lose 


sight of that. It is for you to consider it. If you were 
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the accountant appearing for the people who are paying 
the rate how would it appeal to you? 

Sb That is, I think, something which would have to be 
considered, I would like to have an opportunity of 
considering it. 

Q. By all means consider it. I would prefer your considered 
eprnion: 

A Way I do that? 

te Yes? 

Ls Ten You. 

Q “it. WOLATTS This figure of ,1,465,000.00 
which you gave us a fe moments ago as being the cash 
investment in direct assets is also shown on this 
sxhibit "114" which was put in evidence. Have you a 
Copy Of that in Tront. of sour 
THE GHATS. Vbhat is that? 

MeeWOLeN: That is the one that showed 
the cash investment. .ixhibit "1L14"¢% 

A Yxcuse me one moment, this is the one you asked me to 
prepare ‘ou an additional statement on. I heve done 
that. 

Q That is one of my reesons Tor referring to aie | bub 4 
simply wanted to shov for the moment that the figure you 
have just given the Commission is the sae figure that 
appears on »xhibit "114"% 

ya) Theat is correct. 

- And in connection with sxhibit "114" you were asked to 
make a galculation for the Comission’ 

A Yes. 


e “hat was it? 


A To show the annual amount invested over end above profits 
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and amortization to direct assets, or the amount which 
could annually heve been withdrawn, if it is on the same 
basis as ixhibit "114", without consideration as to whether 
dividends were paid or not. 

It could have been withsrewn’ 

It could have been withdrawn,. providing no dividends were 
paid. 

I think that is the point Mr. Commissioner Lipsett made. 
Have you a calculation of that? 

Yes. 

Is it in typed form? 


Yes. 
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ly 
I wonder if I could go back ‘fora moment to Szhibit "1i4".~ 
That is what one may call a cumulative statenent? 

That is correct. 

Cumulative. You are proposing how to do thet .on.a 

yearly basis are you’ 

That is right. I should explain here that I Rave.also 

made an additional calculation on #xhibit "118"? 

Yes: 

E put that in because - I have made this edditional 
calculaticn there because the question arose several 

times yesterday, I think, as to what part of the romaining 
balance of »410,000.00 was available annually and at the 
same time what part of it should have been set aside 

for amortization recuirements. 

Now may I interrupt you. Wow looking at Exhibit "114", 


I see the sum of »~410,489.08 being the balance available 


at September 1938% 
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Yes. 
Is that available in cash in the bank‘ 

A Yes. If we stick completely to a oash basis, and, 
therefore, require no provision for amortization. 

iQ But if you do recuire provision for amortization you 
would require (586,626.00 of those dollars, for the 
amortization reserve’ 

A That is correct. 

Q Now? 

4 Now. 

Q You can either take it out or leave it in the amort- 
ization reserve but you cannot have it both Ways 

vi) that is Pight.s Vell nowis<s.s 

Q THis CHATRiA is Is that right’ That is 
avery different picture. 

A I perhaps should not have answered that way. The whole 
410,000.00 is strictly speaking available...... 

Q Me. NOLAN: It is in the bank? 

A For dividends. 

Q- .. It is in the bank we say? 

A. ,It is in the bank. But your profits have been sufffc- 
ient that we would be entitled to disburse your 
dividends in cash. But if you do it thom your amort- 
ization reserve is tied up in the assets and if you 
have distributed the ,410,000.00 in cash where are 
you going to get the money for your next year's 
capital investment. 

TH? CHAIRMAL: Oh well, next year. 
LS. TOLAN: That is different. 
a ie. COW ISSIOMEH LivssTT: That is vhat I was putting 


tas 


to you, ir. .aw. You are spending your whole capital 
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out of income, out of the customers practically. 


A I cannot quite agree with that viewpoint, iajor 
Lipsett. 
Q I would like to have your opinion on that matter, Mr. 


Maw? 
4 Uhere we take Exhibit: "114".20.. 
Q TH3 CHAIR ‘AL: Before you start that 


and while this thought is present in mv mind.- In 

the ordinary scheme of things when you set up a 
depreciation account, thecretically at least, the 
money goes into it, at least each year to the 

extent of your depreciating. But supposes you deprec- 
iate at 10...... 

A That goes into the reserve which may or may not stay 
there, It may during some your be used for another 
purpose. But theoretically it goes in there. 

Q You might buy cers with it or anything? 

4h Exactly. 

Q Snd theoretically when the period for your amortization 
has passed you have the full amount of your principle 
back in that reserve in that bank? 

& That is right. It may be in the bank or it may be 
invested in new assets. 

Q Well certainly... You could go io burope oh. 1%, too if 
you want to use it for that purpose? 

v) bxactly. . 

Q But -the idea of the reserve account is you have all your 
capital back at the end of the time over which you are 
amortizing. 


& Yes, that is correct, 


If you take it out and make a nev capital investment you 
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are going to amortize that aren't you? 

A Yes. But on dxhibit "114" I have added back in 
arriving at this balance available, I have added back 
the provision for amortization. So that my Exhibit 
"114" shows the profits and the amortization reserve 
available for investment in new assets and that is the 
remaining balance available. 

ME. NOLAI: That is the point on 
Which I am not very clear. 
THE CHAIRMAN: Wor am I. 

A I have done the opposite on »xhibit "118". I have 
provided a further column to show how much cash 
would have becn svailable providing we had segregated 
the amortization reserve and left that in the bank. 

Q. MR. NOLAN: “hat do you mean when 
you say you added back the amortization reserve in 
Exhibit’ "LL4a"? 

A Vell amortization is a charge against profit. Profits 


are after providing for amortization. But amortization 


does not cost you any cash money. 


(Go to Page 3036). 


a se ‘il — 


‘ns 


Pe; att Ne + et’ | 


+ boi, LOR rah 


aa 


te ode ton | #008 a 


Arthur Maw, ~ 3037 - 


i) 


So that, from the point of view of cash you have available 
your profits plus what was deducted from the profits to 
provide the amortization res€rve, so if you add back the 
amortization reserve to the »rofits, you have the total 
cash available. 

TH CHATRMAN: That is two sums then. 

MR. NOLAN: Let me runthat through, in 
1926, of sxhibit "114", I have not been quite clear what 
we do in these figures of that first line, once I thought 
we added them and then I thought we subtracted them, in 
1926 you show a figure of $152,000.00, let us forget the 
cents and dollars? 

Yes, 

Then we show an added profit, well, 10 Is mot profit, it 
is a loss? 

In this case it is deduct loss, lI am sorry to be confusing 
again, it begins to be added because that $152,309.00, 

you see we were already in the red and going further in 
the red with a loss. 

Yes? 

So we arrive at a joint red figure on thess two combined, 
about $189,000.00. 

From which we do what with the $7500.00? 

»7518,.00, provision for amortization that year has already 
bpeenndeducted from our orofits. In other Words, our loss 
of $6712.00 would have been a profit of $800.00,had there 
peen no amortization charged. but because the amortization 
is not a cash disbursement we included it and the profits 
together as the cash available. 

So to make the picture accurate, you have to add it back, 
having orignally taken it away? 


Exactly. 
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Q SO you add back the $7500.00? 

A that is. right. 

Q Giving you a total of $159,000.00? 

A 78s. 

Q Now, on Exhibit "118" you are doing it differently, I under- 
stand you? 

A i put in this additional column, I started.... 

} Just let us g to the beginning of "118" first of all, 
What is it? 

A "Statement Showing Amount of Cash Invested Annually in 
Direct Assets to the Pipeline Department in addition to 
Profits and Amortization Reserves, or the Amount which 
could have been withdrawn." 

ky All right. Now, take the first year? 

A In the first year we invested $152,369.84. 

Q All right? 

A Of assets, those were the assets invested in 1925, we had 
mo profit or loss Tor that year, 

Q Yes? 

A Ta the next year sac6.5 

Q 1926? 

A We invested an additional $9,963.96 in cash, bringing our 


total investment at that time up to pl62 ,333.82, but we 
should at that time have in our amortization reserve 
$7,518.38, so as that money should have been set aside 
+t increased our investment of ovtside moneys to $169,852.20, 
and if you will follow that column down, this calculation 
which I have headed “Remainder Available", it ends upon 
September 30th, 1958, with $25,865.08, and that is the 
difference between the $410,489.08 on axhibit "114" and 
the amortization reserve of $386,626.00, which, having it 


available in cash, we had added back, so that on this basis 
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we have got $23,800.00 of free money in the Bank, and 
o1r amortization reserve of 4386,626.00. 

TH CHAT RIAN : and the assets? 

and the assets, and the depreciate assets. 

Yes? 

i think that, perhaps, thot brings me to a point where I 
can answer Major Lipsett's question as to woy 1 d5 not 
consider that the producers or the outsiders concerned 
had put up 90% of the pipeline, is that the way you put it? 
MR. NOLAN: Well, it did come up in the 
discussion yesterday, the point being that Major Lipsett 
said 90% of the money that this company obtained and 
reinvested was Supplied by, let us say for the moment, 
the public, and approximately 10% by Rovalite. 

MAJOR LIPSLTT : Well, that was referring to the 
two later years, and these figures in "114", they put up 


more than 100%, so far as that goes, but I was dealing 


Pa 


with the later inwestment, -ir. Nolan. 


MR. NOLAN: Yes, I know. 

MAJOR LIPSHTT: The $363, 738.00. 

BR. vba? Yes, in the last three big years. 
OR. LA USUI? : Yes, and I was basing that, you 


see, on the figures in axhibit WLL4A".. Het vs the beginning 
of 1937 they had this y507,000.00 in cash and at the end 
of September, 1938, when all these expenditures had been 


incurred, they had all that money still there except 


997,000.00. 
MR. NOLsaN: Sxcept 997,000.00. 
MATOR LIPSETT : Yes, their cash had cone down 


from $507,000.00 to $410,000.00, and they had this eight 


or nine hundred thousand dollars of capital outlay paid 


for and spent in the meantime. 
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WITNLSS: Well, LT think that you will 
have to go back to the beginning again and we will have 
to take into consideration the fact that dividends were 
in fact paid during that period, although we have not on 


this statement provided the funds wherewith to pay them 

0G Seer 

MAJOR LIPSETT:; Well, Mr. Maw, so that I can 
follow you, is this a correct interpretation of Exhibit 
"118", that in the first column, that shows all the capital 
gosts they put in, that is the net capital costs; 

amounting to $521,958.12? 

A Not quite, the cash inveSted is the cash additional required 
after apzlying all the profits and all the amortization 
reserve in the purchase of new assets, then this amount, 
this further amount, was required from outside to acquire 
those assets. 


is that the total money which they put up, apzrt from 


& 


profits? 

A Total cash money, yes, provided that they have not expended 
soe of the funds of this department on dividends and 
also bearing in mind the note at the bottom. 

Q TH: CHAIRMAN: What do you say is the total 
sum put up by the company, regardless of profit ? 

A The tota liws.-< 

Q MR. NCLAS: What is the total sum put up by 


the canpany in money, regardless @& profit? 


Q THS CH IRMAN : They start cut by rutting w 
8152 ,5@9.84? 

A Yes. 

Q That is their own money” 

A That is their own money. 


Q They did not get that out of profits and operations? 
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No. 
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Did they put any more up, of their own money? 


¥es. 


A 

Q Not obtained as a profit? 

= Yes, the next year they put up, of their own money, $9,963.9@. 

Q uIR. NOLAN: That is in the first column, sir, 
Of Sxehipit "118", 

Q THE GHAIRMAN: Yes, and the next year, $40,600.57, 
rs that it? 

A Yes, and the next year $102,796.92, and the next year 
$119,245.61, but during each of those years they had been 
putting back also their amortization reserve as well as 
their profits, and as well as the outside money, so that 
if you assume that the amortization reserve should have been 
set on one side and not expended, the remainder available 
at the end of 1929, or in other words, the outside capital 
required to furnish the additions and the amortization 
reserve is $477,633.83, and that is the highest point which 
we reached during this period, again remembering that we 
have also paid out some of this cash in dividends and have 
not made an allowance for it here, 

You mean the Royalite Oil Company itself? 
Yes, the Royalite Company has. It would be a little hard to 


allocate each year how much of the profits, of the dividends, 


should be supplied by the pipeline department. 


Q MAJOR LIPSATT: But if we take this cash invested 


for the moment, Mr..Maw, apart from prorits? 


A Yes. 

Q This amortization does not come into it at all, does it, 
+f amortization must come out of profits? 

A No, it does not, that is true, that amortization is only 
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have required from outside if you Wanted to preserve your 


amortization reserve intact as well as....... 
These profit figures which you have in Exhibit "114" is 

the profit after providing for amortization? 

That is correct. 

All right. Now, just let us follow then This exept PLS", 
18 1t correct to say that the total, your total in the first 
column, namely 521,958.12, is the total amount of the 
company's money that they put into this department during 
the entire period? 

No, that is not correct either. 

TH: CHATRMAN : He says they also put in the 
moneys, the amortization money s. 

and that was their money too. 

MAJOR LIPSEITT : That is part of the profits, 

the amortization? 

Oh, no, no, it is only part of the profits providing that 
you are content to have the asset with no amortization 
reserve on it at alk, then it is part of the prorits. 

Just going back to Gxhibit "114", Mr, Maw, you start, if 

JT am not following you. correctly I wan¥ to do 1%, you start 
Wayet: 6152 569.00? 

Yes. 

im 2966 or LOeot 

That is right. 

Very well. Now, you then show the loss in the next column 
of 96700.00? 

That is right. 


Is not that loss arrived at by writing off in your books 
$7516.00 for amortization? 


That is right. 
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Q Well, then, is not amortization taken into account in 
arriving at your oProrit and loss, in those figures in the 
seoond column? 

A Yes, but amortization was not a cash expenditure, SO... .s 

Q No, but it is crofits that you wrote off to that amount, 
and do not show them as net profits at the end of each 
period ? 

A I do mt think profits is the way to describe then, 


amortization is mt profits. 


Q egies take... ss 

A It is a deduction from profits. 

Q I know that, that is what I say, it is a deduction out of 
your profits? 

A Yes 

Q Before you show the net figure? 

A nav: Vs rient. 

Q Now, just to let us have a clear example, to see that we 


are clear on it, in 1929, in your second column, you 
show a nrofit of $159,602.537 
A That is right. 
Q Is that not after deducting from your gross profits the 
sum of $23,780.00, provided for amortization? 


A Dey ve rights 


So that if you do not provide for your amortization, those 


& 


profits would be about, over $180,000.00? 
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A That is right, and it is that total of 180 thousand which 


£5 


> £ & 


i> 


I have assumed to be oash provided out of the pipeline 
department and not put up from outside. In that year we 
were short at the ferinniys of the year $305,900 of capital 
that had to be put from outside and following along the line, 
I take off 182 thousand from that, showing that, in the 
fourth column, we were only short 122 thousand dollars of 
Capital which had to be made up from outside. 

Yes? 

And then we invested another 302 thousand in direct assets 
so that we needed altogether 425 thousand of outside cap- 
ital in addition to investing our profits and reinvesting 
our amortization reserve. 

THE CHA IMA Wi: How much outside capital do you 
say? 

425 thousand. 


MR: NOLAN: p4eo,170? 
Yes. 
TH CHA TRAN: You say that once, that your 


amortization is a deduction from profits, that is true, but 
the deduction once being made it loses its character as a 
profit and becomes a capital replaceaent, is that what it 
means? 

Yes, that is right. 

You say the sachine 18 worn out 10% this year, if that is the 
rate? 


Yese 
And wheaa you put that back in money in the amortization ac- 


count you are merely replacing what you have lost and your 
capital investment remains the same? 


Yese 
So you say that how, how one should view profits, whether or 
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not they should be tedzectna in the rate, one thing i8 sure 
that if you use the amortization fund ana put it into the 
further development of your line, you are using money that 
is given to you to replace your esset as it is wearing 
out? 

Yes. 

But that being so at the end of the amortization period, 
now you are starting to anortize on that sum the moment you 
put it into new @apital, are yom not? 

Thet is right. 

But you have taken your old plant and you have depreciated 
it entirely at the end of that time? 


That is right, and you are left with 4 pipeline which will 


ce 


stand you nothing on your books, because your amortization-+- 


That is you have made a new line with these monies, you have 
made @ new line with these monios whioh you have taken eawéy? 
Yes» 

This ig not reconditioning now that you are doing out of 
operating expenses, you have made a new line, you have in 
theory taken up the whole cof the old line to do it? 

Yes, I think that that would be a fair way of looking at it. 
I meal if we come down to realities, it is just like taking 
the whole of your present day investment, tearing it up and 
selling it, to build a new line? 

That is right, and on the day when your amortization re- 
serve reaches 100% of the assets, which for purposes of this 
inquiry we have set at seven different dates, the assumption 
bai ng that at that title there is no further use for the 
pipeline, then you are left with a pipeline in the ground 
and nothing to do with it and how are you then going to 


turn it into cash, 80 I would say for purposes of looking at 
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the eash position here that it does not ouch matter whether 
the pipeline has cost us half a aillion dollars or a 
Million or a million and a half. we are going to get it back 
by amortization and we will be left some day, we are bound 
to be left some day, with a pipeline in good con@ition in 
the ground and nothing to do with it. 

Yes? 

So that too much consideration should not be given to the 
fact that we have eae pipeline, because we know for sure that 
some day we are going to have a pipeline and nothing to do 
with that, so that our pipeline is of no value to us except 
insofar as we may make earnings out of it. 

Yes, so that really after all these years on your theory as 
I appreciate it, if cil stopped flowing tonight, you would 
be ahead of the game 2&3 thousand dollars and that is on, 
plus your salvage? 

That is right except that we have unfortunately distributed 
in dividends during that period more than the 23 thousand. 
THE CHa Iku AN: And you would have to thresh that 
out with your shareholders? 

Line NOLAN: Phat is another point but on the 
pipeline basis, his Lordship is right, when he puts that to 
you, in your opinion, is he not? 

TH CHALWAN: 25 thousand plus salvuge? 

That is right. The pipeline for what it is worth to us, no, 
no, the pipeline for what it is worth to us, and $410,000 
because we do not need our amortization reserve twice over. 
If we are going to consider the pipeline is of no particular 
value then we Go no need the amortization reserve so we 


still have $410,000 and the pipeline. 
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THE CHATHKMAN: But I thought you had turned 

that amortization reserve, to use am expression that I 
dare say is a happy one, that I have heard, "you . 

plowed it into more line" gall through this time? 
Yes, we have. 

50 you have not got it, if you have put it into new line, 
you have not got it in the bank, you couldn't have it in 
the bank and in the new line too? 
This is what we have Gone on Exhibit "114" is we have 
plowed it back into the new line. 
Yes? 
And we have 4410,000 in the bank. Looking at it from the 
straight cash point of view and nothing else, we have 
actually got $410,000 more cash now than when we started 
but as I say we should have set aside $386,000 ¢f that 
cash to amortize the pipeline but as I say if you accept 
the view that the pipeline as a physical asset is roeiy 
of not much value to us, them we have $410,000 because we 
do not need the amortization reserve on something wh idh we 
do not value and that is the way I prefer to look at it, 
knoWing that some day we are left with a pipeline that is 
no good, we should consider it from that viewpoint all the 
time. We have not put back the money into the pipeline be-+ 
cause we wanted to, nor because we thought it was a par-= 
ticularly good investment but because we had to. 
THA CHATRinAN: Tf that oil stopped flowing to- 
night you would have the pipeline as you say but is it 
right to say you would have g410 , 000? 


Yes. if I had paid no dividends IT would have, that is correct. 


You would have it but you have a pipeline that you paid 


$410,000 for, which is no good, ere you not out that money? 
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No, on this statement I have got $410,000. 

This is worked on the theory that you are entitled on 

your property to be treated as capital that which you 

have thrown back in? 

Yes, exactly, but if you plow your profits back ine gO 

you have increased your investment, that applies every 
where. 

Aas wie ht. 

If you get a dividend on stock and you reinvest your dividend 


in additional shares in the same company you expect from then 


on to get a return on a larger investment. 


. 


> 


MAJOR LIPS2TT: It is a little clearer, if one 
follows it out first on Exhibit "114", ir. aw, is it not, 

in the second column, this profit column, after taking, . 
writing back the losses in the first three years? 

YO o 

Your profits were %1,489.013.64? 

That is righ. 

Now to those profits..if you are treating amortization sep- 
arately, have you not to add this sum of 686,626 to get 

your gross profits? 

Yes, we did not spend thet in cash. 

No? 

No that is right. 

Then now it will be, would you just give us the total of 
those? 

@1,875,639.64 as set out in the reconciliation at the bot tome 
Yes; Now that figure theo was the profits that were earned 
over the weriod before you commenced to deal with amortization? 
Tmt is correcte If you will look through the reconciliation 


it would awake it quite clear, just to show how we were standing, 
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We have profits $1,489.013.64, which they gave to us in 
cash 
Yes? 

A In arriving at. those profits we had set aside ¢386,000 
for amortization. 

Q That is an additional sum now? 

A Our prefits before providing for amortization were ol 8755659 « 
all of which was cash. 

Q Yes? 

A We then invested of that cash «1,465,150.56 leaving us cash 
410,489.08, presuming no dividends were paid and ignoring 
interést. 

a And assuming that all your amortization had been taken care 


of up to that date? 


A No, we have no anortization. 
THe C Hb IRAN: Thet is just the point. 
MAJOR LIPSETT: That is the whole point. 
SITNUSS: You see On @ cash basis you do not 


allocate amortization from a cash viewpoint, we can forget 
about amortization. 

Q TH: CHA IRAN: That is just what I am wondering, 
if you are not really doing an injustice to your company on 
your own theory. 


A Yes. 
You have something in the ground that is not paid for, that 


you have not got your money back out of, you say you have 
$410,000, now if one is entitled to get your money back 


from an investment, one is at least entitled to get thar 
money back? 


A Yes. 
What is then paying for what is in the ground, which is now 
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A. Maw 
- 3050 = 
no good, .on the assumption that there is no more oil, 
where are you going to get that from, where are you 
going to get it back, you say you have %410,000? 

A wxhibit "114" shows what was paid for it yeer by year. 

Q  wAJOR LIPSuT?: | If the whole thing closed dow 
today, sire Maw, is the correct position that you would 
have everything paid for right up until today and $410,000 
cash in addition? 

A That is correct as I say, providing you had not spent that 
in dividends; that would be the position, subject again to 
that small notice of what we should have put into indirect 


assets, which I have not taken fully into account. 


(Go to number 3051) 
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Q Mk. NOLAN: I notice at the foot of 
Exhibit "114" you say "And ignoring interest"* 

A Yes. 


Q You know what I mean? The last line of #xhibit "114", 
"And ignoring interest, we have ,410,000.00 in the 
bank." ‘“/hat do you mean by “ignoring interest"? 

& I mean this, that as we have had to assume that no 
dividends were paid, and they were in fact paid, 
then we should assume instead that our money which 
was tied up in this pipeline for a good many years 
before we got it out again should heve been earning 
us interest anyway during that period, and that if 
we compound the interest at any reasonable rate which 
you think we should be entitled to during those 
early years, if we compound that to date, and allow 
interest and compound it on the balance available 
from these later years when we had Surplus cash as 
well as our investment, it will show that the Company 
has got quite an app.eciable investment in this pipe 
line, Not merely the 10 which was sgggested as being 


their only equity. acquired by their ovwn funds. 


a Moe COMMIS pLOEIG TPO irs [If I follow this up 
a little, Mz. Mew, you won't imagine it is on any basis 
that you are not entitled to any reasonable profit, or 
reasonable interest? 

A No, I would not. 

a) But the actual position as "i Seely = tPat Berna richt 
I would like to be corrected, is that you put »152,000.00 
originally into this* 

A Yes. | 


2 You then put verious sums in which brought it up to around 
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400,000 or 500,000 dollars? 
A Phen is Piphit. 


Q if... NOLAN: : 5600, 000.00. 
is, GOW ISSLOA Ss Bian That is including the 
indirect. 
Mei. MOLANS No, the addition of these 


first Six items.. ell that does not matter. Perhaps I 
Should not have satid that. 

Mx. COMISSIONER LIPSETT: yo2l,000.00 is the figure 
in txhibit "118". Is that the figure you have in mind? 
Mk. MOLANS No,, 26 is the Tigure on 
Exhibit "114" direct assets, cash investment. 

Hk. COLTISSIOLAR LIPOi?@s ‘ell the highest figure at 
any time in Exhibit "114" was the @425,000.00% 

A That is correct. On axhihit "Ie" iG wees OOUsoO. 
Mee FRA'VLIY: Where did you get this, 
Mr. Volant 
PUB Rs. I added together the first 
six years of money we. put in in exhibit "114". Is that 
wrong, lr. :aw? 

A Yes. 

Mh. CO LITSSIONER LifsatT: Yes, because in_1929,1930 
and 1931 there were profits being made. However, that 
is not material. That is not the point, Mr. iaw. 

A I still do not see where the »600,000.00 comes fron. 
tR. WOLAN: An addition of the first 
six items on Exhibit "114" showing the cash invested 
in direct assets? 

b Oh, I beg pardon. Yes. rom which we would deduct 


the profit which we are assuming to have reinvested. 


a) Yes? 
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A Iamsorry. Iwas looking at the wrong exhibit. 
MR. NOLAN: Very well, Mr. Commis- 
Sioner, I am sorry. 

Q MR. COMMISSION R LIPSETT?: The original investment 


was $152,000.00 and some 20,000 or 400,000 in addition 
was put in in the early days to get the Company going? 
That is right. 

Q And then this large investment was made in 1937 amd 1938 
on the new pipe line? 

A Yes. But might I interrupt you there for one moment. 

Q If I may get this to you, and I will get your information 
afterwards. The net result of all tht is that everything 
is paid for at the present date and 410,000.00 Re 
in the bank? 

A That is right. 

Q Plus the pipe line which, if it is a gning business, 
is estimated et around §1,600,000.00 today? 

& That is right. 

Q So that the Company have got approximately (¥2,000,000.00 
between property and cash at the present minute? 

A That is right. 

G. On its investment of 154,000.00 plus some annual sums 
of three or four hundred thousand dollars that was used 
in the early days temporarily? 

h "fell I do not think that that is quite a fair picture,. 
because, supposing we de it this way, that we looked at 
our profit each year and we cecided that half the 
profits were availabie for dividends and half the 
profits could be reinvested in the business. [ 
could, if you like, on that basis, work out a fresh 


eal culation showing you how much we have inve:ted in 


, 
uate ifs QIN 
Ane t, Bee ad ee 
ae wi Jy a 


et 


Reis ee 


Oe Se ry 


paneroees. a i ant ieee fet # rae i 


A) .cevee - WIL \-F 
5 MA Bega go DOG )Os 


45 Weeks } 
on ath ‘4 
= pio Tt fee et J ery Crabs . Ms 
cory ec . 
’ P aay, aa p 
LL ebat wel sue oa gaattt it | 


eat ke ane Contd oghe 
rs ea sae ; eG 
’ a nf %. rey i ¥ 
: ial eit: a ee ae a fe i ro] Cea MAG ae ‘ on WEns <n mk i 
pee ( f é Ciscentel da 


at at 
YY 


Gas. 


ee 7 ‘ 

rt } 4 

a 5c ae Oe tf 
Vee 

rw I tench ae ab Ohh rey 

bi Ee as eS Bs ake 


Palos: sve 800 OLE, bae 
An 


s 
Wi pes 
aft 3. A fy Ai : 
rae 
rf ab 2 / & ‘ i 1, j 
‘ sat Sa Ne 
: “4 ee } 
Reaibh nities kes 2 It Sie 


‘ ‘ moe - 
St ODES 
Wee a e ’ - 


Topuiina tmocetd art 


“ 


— we “ = : € ds 
m ee aie 


x 
. 


aos * 
gael fos 


ate : 
ops sh Tent o> sky 


aot | ee ee een seek tines. of ae a | 


bet @ atop REC le “eat aandh $0 ob fice 


vane ma 


ey “asf 
Vi AY Rae DL + tt pb “ow om tl 


* Sams 1G ' ne 
50. Atl, OR IOD Ge tate 168% a0n9 qiregie 1) Pl iam 
Sook te ee m aw : te f : A 
. >, FS ie 4 aA ae 
Cet bon, ekndh bib aol nga tions aa, . 
ee a ee 1” 


setiacd ott of tere evar, og 


= 
eit. SESE eal athe 
Ohie 


0 ORs geile! Wea? oy “ene l poy at “piaog oe ert 
3¥ ai ow dev wod iov  patwords: no Lt alo feo eet : aes 


T=@ 
4 


Arthur Maw. -3054- 


the business. It would be a very very much larger sum 
than what we show here. . 

Q And of course, lir. waw, it is on that point of view - 
I may say there is no question the Company were entitled 
to recoup their losses and .et a return on their money 


during that period? 


a And to disburse it? 

Q Yes, and to disburse it. 

4 Yes. 

G THE CHATRIAN: Of course, there is the 
other very definite theory now, that every cent of those 
profits were their own, and if they were put back in 
they were capital investnents. 

Q LR. NOLAN: Do you agree with that? 

A I sey that if they put back their own profits that their 


investment is increased by the amount of the profits 


which they have put back in. There is no question of 


that. 

THE CHALRIUAN: I do not know. I will 
try and sort this thing out in my mind at my leisure, 
but I see a difference taking this amortiz-tion fund - 


well however go ahead. 


Mit. NOLAN: You say that we took the 
profits and put them back into the investment. ‘Je 
might have put the profits in our pocket? 


y) That is right. 


@ But the investment has been invreased by reason of the 


profits being used for reinvestment purposes? 


A That is right. 
Q Ana that is part of the value of this concern today? 


A That is right. 
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Q WR. COMISSIONSR LIPSaTTs Mr. Maw, what would you 


say on the question of hazard, and rate ofreturn on 
the picture as we have it, assuming for the moment 
that we Should disregard profits in the past. Do you 
feel there ever was a time except at the start 

when there was any hazard? 

& Yes, definitely. 

Q, Vould you explain that? 

A I would have to say that to be consistent when I say 
that by reinvesting their profits they are increasing 
their investments. Therefore, their whole investment 
is subject to hazard, whether it was provided out of 


profits or not. 


Q Yihat do you think your estimate of hazard would be, 
taking the basis your firm has put on, amortizing 
by 1946? 

A ‘hat are the hazards today? 

Q. To this investment, if it is completely repaid now 
by the date you assumed, 1946? 

A There are several hazards. One is that we should for 
various reasons, operate it at a loss until the time 
when it is fully amortized. 

G ‘ill you explain that, uy. waw, how you meen operate it 
Te LOSST 

A For this reason that from now until 1946 we have got 


to be prepared to increase our annual amortization 
charge very substantially, in order to have the whole 
asset amortized by 1946. 

Q Assuming that, that is the basis of your figures, that 


everything would be amortized, your present investment, 
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by 1946? 

A That, I say, is a hazard for this reason that we would 
normally, taking nothing else into consideration, 
expect to have a higher rate every year between now and 
1946, to take care of the additional amortization which 


must occur each year. 


£0 


“hy? ‘Why additional? 

& Because the only circumstances under which the amortization 
charge will not inerease each year, would be that the 
Company does not service any more wells than it is at 
present servicing, and has to make no additional capital 
expenditures between now and 1946, which is an absurd 
hypothesis. iverything they spend in 1939 they have 
got to recover in 8 years. w«verything that they spend 
in 1940 they have got to recover in 7 years. d&verything 
that they spend in 1941 they have got to recover in 
6 years until finally everything that they spend actually 
in 1946 must come out of the 1946 earnings. So that 
the amortization is bound to increase cach year with 
the conseguent increase in ccsts and ttt is why I 
say one of the hazards is that they might have to 
operate at a loss between now and 1946. 

Q fre you suggesting that they spend a lot of capital 
money without getting e revenue return commensurate 
with that particular expenditure? 

A That, of course, would be a distinct hagard in the 
later years, yes. 

Q, That would not be any hazard as far as this capital 
is concerned would it? 

A T would not think so. ‘It ‘should not (Sa. peCr icoumed, 
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speaking of future spendings? 

Yes. In other words why should you spend future 
capital if it-was not going to be remunerative? 

You have to do that because if you do not do it 
Somebody will go in and put in a pipe line. 

And is not that just becausé it is profitable, not 
because it is hazardous? 

No, I would not say that. I would sey it was 

because of the necessity to protect the investnent 

we already have we are compelled to make future 
investments. 

THE CHATRIAN: You say you are entitled 
to contemplate that-- or that we should contemplate 
you will do that and must do thit to carry on the 
business in a prudent and proper fashion. 

It is bound to have the effect of increasing the cost 
every year to an increased degree. 

Ma. COMISSIONAR LIPSaTT: That would mean supposing 
you put in an additional line, iui. law, in two or three 
or four years hence, and whoever gets that line goes 

to the Utility Commissioners or somewhere to get a 

rate fixed, if your basis is correct, that new rate 

on that line would be fixed on the basis of amortizing 
over 2, 3, 4 or 5 years? 

That is correct. 

And finally ending up in 1946? 

That is cozvrect. ‘'e were speaking of 1946. Of course 
there were different calculations for different periods. 
But for this purpose of this argument we used 1946. 

I was trying to get your picture all the way through. 


I gathered your firm took 1946? 
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& That is what we did in our main presentation, but 
we have worked it out on 5, 10, 15 years and so on. 

Q, Lik. NOLAN: | Does not the same 
principle apply if the pariod be 10, 15.or 20.or 25 or 30 
years? 

A Yes. 

a} It makes no differaace? 

4 It makes no difference. Some day you have to end up 
with a pipe line and nothing to do with it. You 
cannot put that in your pocket as oash. 

Q, Now, Mr. Maw, I do not want to go into another long 
discussion if I can avoid it...... | 
THs CHALTRMAL: axcuse mee This 3410,000.00 
that you sey, if everything stopped tonight, you would 
be that much ahead, plus the pipe in the ground, that 
is your view at this minute? | 

A That is correct. That is all that we have to show for 
the work that we have done and the service which we 
have given between 1923 and 1938. 

Q. You have taken your replacement moneys. Before you 
can amortize something it can only be on the assumption 
you first made a capital investment, is that not right? 

A That is right. 

Ce So that to the extent you have amortized you must 
just replace something you have paid out? 

h That is right. 

G.. Then you end up tonight you have taken all the moneys 
that replaced the moneys that you had invested in 
capital already, and you have invested them again‘ 

A Yes. 


Q That is making a double investment and to get that 
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investment hack you have to have it amortiged 
haven't you? 

A Perhaps I do not quite follow that, my Lord. ‘vhat 
I would suggest is that today I have in the bank 
410,000.00, of which I had set aside 386,000.00 
to replace my pipe line. 

Q Yes? 

Mii. NOUANS: That is just the point 
the Chairman is making. 

THE CHAIRMAH: The point I am making, 
perhaps in a very cumbersome fashion, is trying to 
get at - it is obvious this »410,000.00 you say you 
are ahead you put it up yourself as an addition to 
the cost of this investment? 

A Yes. 

Q. How are you ahead something you have taken out of your 
own pocket? 

A You are onlv ahead from the cash point of view. You 
are certwinly not ahead froma business man's investment 
point of view. 

Q ‘ell I do not see... 

A You are orly ahead in actual cash, forgetting if we 
are entitled to take our profit out each year and put 
it somewhere clse, but by taking these profits, 
assuming we were entitled to any profits, then on that 
assumption we have :410,000.00 as a reinvestment for... 

Q he HOLA N: What the Chairman is 
putting to you is this, does this operation, this 
investment owe you 386,000.00, or do you owe it 
5386, 000-00 out of the »410,000.00% 


Q THe CHAIRMAN: Yes? 
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A On the principle that you replace the capital which 
went into your first line. 

Q Mi. NOLA: You have that coming to 
you. 

A On the basis of the thing closing up tonight, I do not 
need to put that »386,000.00 of my reserve back in. 
¥ou, have. put. 2% ine 
THs CHATRIAN: It is there in the ground, 
in a new line? 

L If it is then I have the $410,000.00 in the bank. 

Q That is fine. 


THE CHAIRMAN: Vell one, of) us has: to 

go to luncheon today, so we will sit a little later 
tonight. 

Lin. NOLAN: It is taking much longer 
than I thought it would but perhaps it is not unprofit- 
able. 

(eee PRA Lay. It is unavoidable, I 
would say? 


TH CHA IRIAN: YeSe 


(At this stage the Hearing was adjourned until 2.00 P.ii.) 
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:00 P. M. Session. 

(Examination of Mr. Maw, continued by Mr. Nolan;) 

Q Mr. Maw, just before the adjournment you were pointing 
out to the Commissioners that the amortization woulda 
of necessity go up as the years go on, irrespective of 


the length of time upon which the amortization is based? 


A That is true, yes. 


Is there anything else that goes up? 
Yes, the general operating expenses of the system would 
of necessity also go up. 

Q, Why? 
Bec use we have at the present time a given number of wells 
which are supplying the market requirements and there are 
new wells drilling and the wells which at nyresent are 
supplying the requirements are going to reduce their 
cutout every year, partly. because tne fields ore oF 
lesS on @ pro-ration basis and an alloWance has to be 
made for every new Well coming in, and partly because 
the history of these crude Wells is that they gradually 
die down, and if the market is to be maintained then it 
has to be maintained out of more wells, so the gathering 
system will increase and the cost of operating it will 
increase also. 

Q THe CHAT RUAN: Your amortization chtrges, you 
say, Will go up because of having new gsthering lines, 
I suppose? 


A That is right. 


MR. NOLAN: and new capital invested? 


> 


A New capitol invested in it, which has to be amortized 
petween the time the investment is made and the finishing 


of the operation of the product. 
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Q 


A 


THE CHALRMAN: Yes, now as against that, 

with regard to the line in existence, the amortization 

rate should go down, should it not, as it becomes less 
usevul? 

No, it will remain the same. When that line was put in 
the amortization of it was divided annually between the 
time when it was put in and the estimated end of the 
operations, that is @ line put in in 1930 was amortized 
between 1950 and 1946, a line put in in 1932 was amortized 
between 1952 and 1946, and the annual charge of those lines 
is the same e@eh year, 1938, 1939, 1940 and so on, will 
all bear the same proportion. 

Yes; if -it is a ten-year period you do not say when five 
has expired, it is only half as useful an asset? 

No, it is,just.as-useful an. asset but we have recouped 
half. the-cost, of it. out of our annual aportizineg charge. 
Just while we are on amortization, I was trying to sort 
out my thoughts about the thing during the noon-hour. 
Now, if you treat it as an operating cost, thet, of RY 
course, is one thing, if you treat it as the creation of \~ 
a fund to replace the original capital invested, that is 
another, that is money Which, in theory, goes into a Bank 
account? 

tes. 

So that at the end of the period set aside for amortization 
you have your e pital back? 

Thateis right. 

Now, what I was trying to put to you, and I rut it down 
with the thought of getting it clear in my own mind, if, 


to use small figures for a change, if you put $1,000.00 
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into a pipeline and make that investment in iG, (& capital 
investment of $1,000.00, 2nd assuming that you are 
privileged to create a sae a depreciation fund, at say 
10%, take any figure, over a period of ten years, 7t the 
end of ten years in the depreciation fund there would be 
1,000.00? 

That is right. 

Which would be the amount of the capital originally invested 
by you? 

That is right. 

But in theory that line in which you invested your thousand 
dollars would have disappeared? 

Not necessarily, it will either have disappeared or it will 
nave been maintained, but at the expiration of ten years 
you Will havé no further use for it. 

Quite, it is gone. In the theory of your getting 10% 
every year, at the end of the ten years it is a useless 
Cie, Tse tym? 

Phat. cserignte 

Now, you hawe that theory and you have acted on it? 

Yes. 

Which is replacing the thousand dollars you have originally 
put up? 

Yes. 

But if, during that period of time you, instead of keepirm 
that thousand in the Bank account, you put it into extensions 
of this line, and the operation of the field stops to- 
night forsiacksot oil, is what we were talking about? 

Yes. 

You would have the thousand dollars left in the line? 


I would have more tham a thousand dollars , I would have my 
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Original thousand, 

Q Yes, but I am assuming that when you depreciate Sane ® 
ceases to be of value? 

A But at to-day, taking the operation to-day, I would have 
more than a thousand dollars invested, I would have my 
original thousand dollars plus what I have invested out 
of the reserve which I have set up to take care of my 
original thousand dollars, 

Q But »utting: it on the highest plene from your standpoint, 
assuming you Were depreciating accurately? 

Yes. 
4nd that your asset Was gone when your depreciation fund 


was completed? 


A yes. 

Q That is the most favourable plane upon which you can be put? 

A Yes, 

Q And you put, instead of keeping that depreciation fund, and 
stying "Itwent my cionef buck, I an going to put it into 
soiething ¢elss now"? 

A Yes. 

Q You put it back into that pipeline business? 


Yes. 


A 

Q Then if the field ended to-night, its usefulness ended to- 

x night, you would lose that thousand dollars, would you not, 
less salvage? 

A That is right, I would also lose the other, my additional 
investment too, in the field if it stonned to-night. 

Q No, you were paid that back, you got it, you got it, you 


put ina thousand dollars? 


m5 


Yes. 
You are allowed 10% a year for ten years, you have got that 
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thousand back, have you not, you have not lost it, you 


have it? 

A I have it. 

Q But you did something with that though? 

A Yes. 

@ Instead of keeping it in your Bank account or putting it 
into something else? 

A Yess. 

Q You put it back into this pipeline? 

A Yes, 

Q Well, if the field ended to-night, less the salvage, you 
would be out that thousand dollars, would you mt, and 
why should you not in examining your net position, take 
that away from your profits? 

A I would have lost more than a thousand dollars because when 
I reinvested my amortization reserve in additional assets 
I must amortize those additional assets too, and I must 
take out of my profits enough money to amortize my new 
assets as well as my original thousand dollars, so that if 
the field finishes to-night, I have lost my thousand 
dollars and my new assets too. 

Q Well, it is because you have lost your new assets that you 
have lost the thousand dollars by virtue of the field ending? 
Yes, when the field ends. 

q You see, if it was in good shape and the field was going on, 


you would not have lost your thousand but you may lose 


something more, as you say, because in this period as you 


put in that amortization money year by year, there would be 


something, you would be entitled to something in the way 
of amortization on it? 


A Quite. 
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It would be more than a thousand? 

Yes. 

But just to keep to our thinking, if we say you would be 
out, if the field ended to-night, that amount, in examining 
the net position to-day, why should that not be taken into 
consideration in any profit you have made, if you think 
you are entitled to have the capital back? 

When the field ends to-night, have I fully amortized my 
original thousand dollars up until to-night? 

Yes? 

It is the thousand dollars that I put in ten years ago. 
Yes? 

And I made an exact guess that the field finish to-day? 
Yes? , 

At the same moment that I assumed it would? 

Yes? 

Then I have..... 

You get that thousand back, remember? 

T have taken my thousand back out of my profits end loss 
account each year. 

Yes? 

But E have reinvested it. 

Yes? 

And the assets that I reinvested it in are not fully 
amortized. 

Certainly? 


No. 


So you lost something more than a thousand? 
Yes, I have lost quite a lot more than a thousand. If I 
reinvest each year the whole of my amortization reserve 


what I take out of my profits this year, I have lost 


conpletely. 
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Q Yes? 
I have put it into the assets this year and lost it at the 
same time. 

Q I will assume you have Jost more than the thousond? 
Wess 
Why should you not take it off, in examining your position 
why should you mt take it off, I mean you are going to 
take stock, the field is done, why would you not take ae 
your profits in arriving at your net position? 
My net position to-day? 
You would make some money? 
On the basis of your thousand dollars, would be that I have 
nothing, I would have nothing, that would be the net position 


to-day. 


& 


Of courses I mean if you had made profits over the ten 

years you would have this? 

A But all that I have is my thousand dollars plus the 
reinvestment of the amortization, of my thousand dollars, 
and to-day that would leave me mthing at all. 

Q You would just have some salvage there? 

A I would have some salvage and that 1s all, so my net position 

to-day would be that I have nothing except a useless asset. 


Yes 


&) 
&- 


bd 


quite so, yea, you say you would not even have the 
thousand because it has heen reinvested in something which 
is now valueless? 

A That is right. 
Well, upon that reasoning why should not this $386,000.00 
cane off the $410,000.00, that is what I have been aiming 
at in a very roundabout way for a long time, and probably 


IT am quite wrong. 


wR. NOLAN: It is Exhibit "114", Mr. Maw. 
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4 Yes, I see your diffioulty there, but we stop this operation 
to-night..... 

Q Your last word was that you were $410,000.00 ahead, and I 
have bee wondering whether you should not have said that 
you were ¥410,000.00 less $386,000.00 ahead? 

A No, because 1 have put back my $386,000.00 into the 
business, and I have still got $410,000.00 in cash, so that 
I am ahead $410,000.00 to-day, plus a useless asset, and 
the $410,000.00 that I have in the Bank to-day is my 
remuneration for operiting this system since 1925 to 1938. 
Now, you h:ve then $410,000.00,quite clear of the $386,000.00? 

A That is correct, that is assuming that the thing finishes 
to-day. 
mes? 

E do not need my amortization reserve, which 1 have put up, 
I do not need to put. it back and replace those assets. 

Q No? 

S90 I have it in the Bank and I can use it for what I like 
because my operation is finished. 

Q Yes? 

And the purpose for which it is ear-marked is no longer 
required, so that is my own money to do what I like with 
now. 

Q Yes, that would be fine if it was in the Bank? 

A And this is in the Bank, this $410,000.00. 

That is in the Bank? 


A In the Bank. 


Where is the 3586} if OUP tieore wh te im tue ,telLda? 
A No, that is in the Bank, ear-marked for replacing my invest- 


ment, but if I do not have to replace my investment ther 


it need no longer be ear~marked. 
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Oh, that is in the Bank? 

That is in the Bank as part of the $410,000.00. 

MR. NOLAN: NOW), CNOTE eis cr 

Yes, as part of the 410 thousand. 

But we have not got 794 thousand in the Bank? 

Uh, nO, nO, we have 410 thousand. 

THE CHAI BMAN: Part of which is the 366? 

Part of which is the 386. 

Dub-1G 16 in the field in the Tine? 

No, this is additional to what is out in the field, we 

have got $410,000.00, we cannot deny that. 

No? 

And if the field is not finished to-night, we have ear- 
marked 386 thousand of it to amortize our assets, but if 
the field does finish to-night we say we have no more 
assets, we do not need to amortize it, our asset is useless, 
go our whole $410,000.00 may now be looked unon as our 
remuneration for operating this system for the past thirteen 
and a half years, and which has also got to provide us with 
interest. 

I follow thet personally, but I was under a misapprehension, 


that all of this amortization money had been put back into 


the field? 

They have. 

They have? 

They have. 

I thought they were in the Bank now, part of the 410? 

And we have $410,00C.00 left; you see, our amortization 
was always cash to us. 

If it was in your Bank, you cannot both have it there and 


somewhere else too, it is either in that field or in the 


Bank? as 
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what we had each year in cash was our profit in cash and 
our amortization was 2ls0 cash. 

Yes? 

We have deducted that fran our profit, we will put it this 
Way, if you like, each year we had a srofit before amortiza- 
tion larger than the »rofit which I show on here by the 
amount of atlortization, and thit profit before amortization 
is the cash which we had. 

Yes? 

at the <cnd of this period that srofit before amortization 
is the total cash less what I have invested in new assets, 
is $410,000.00, that is cash. 

Before amortization? 

The profit before amortization is $410,000.00. Now, on 

the basis of the field finishing to-night I am not 
interested in amortization nor in my assets, so 1 forget 
about both of them, and I will be interested in the 
$410,000.00 which I have in the Bank. 

But before you say you made any profit, if it ends to-day, 
will you not be concerned with getting your capital back, 
will you not be concerned with taking this money which you 

ave set aside for amortization, you are not amorvizing 
ahead, are you, you 2re doing it year by year? 

No, this is the amortization required to date on this basis. 
Alt right, are you not concerned with getting any canital 
back? 

I have got my oapital back. 

How could you have it back before you take out the 
amortization money with which you recouped what you have 
spent in capital? 


I beg your pardon, I should not say I have my capital back, 
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I have not got my capital back, if you concede to me that 
the profits which I invested each year are my capital. 

On that basis I most certainly have not got my capital back. 
That is the theory which we have been talking about to-day. 
You take, I was not discussing profits at the moment, but 
it is predicated on the theory that both you and Mr. 
Morrison have, that when you get profits and you put them 
into the operations it is an investment of capital? 

Of new capital. 

Yes? I mean whether we finally conclude that or not, I 
am proceeding on that theory in this discussion? 

Well, my Sxhibit "114" is not drawn up on that basis. 

My Exhibit "114" is not drawn up on the basis that ~ 
profit each year should be looked upon 2s new capital. 

On your theory, of course, they shovld be when reinvested 
treated as new capital? 

hxactly, but that was not what I waw asked. for whem I was 
asked to prepare Exhibit "114". If I had prepared that 

on the basis of the profits being my own and when they are 
reinvested giving me a larger investment, it will be a 
very different story from Exhibit "114". 

Nes, Wells... 

A very, very different story. 

THa CH .IRMAN: I hate to keep asking for a 

new shecet&....- 

MR. NOLAN: OD ads 

TH CHAIRMAN: But it might be a very useful 
thing to prepare. 

MR. NOLAN: Yes. 

TH CHAIRLA: : I would just like to run this 


down, even although it takes a few minutes, on the theory 
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we are talking about now, I cannotfor the life of me 


see now it is part of this $410,000.00, Mr. Nolan. 


MR. NOLAN: No. 

WITNSSS: May I explain it this way, my 
Lord, 

THis CHAIRMAN : He has the line in the ground. 
MR. WOLAN: Let me ask you a question, 


Mr. Maw, supososing to-night is the end of a fiscal year. 

A year ago to-night we deducted the amortization from the 
pfofits of that old year in order to find the net profit? 
Yes. 

Why don't we do the same thing to-night, the field is endel, 


I grant you, but it is the end of a fiseal year too, why 


don't we subtract the 383 thousand from the 410, we did it 


twelve months ago, didn't we, did we do it a year ago, 

Mr. Maw? 

Yes, and I am afraid that is not going to clarify it for 
the moment. I will answer your question, Mr. Nolan, but..... 
Please explain, don't bother about the questi on? 

If I might give this explamtion, ‘and Dethank poise iil 
make it clear, on Exhibit “bi4", if owe stake ihe ‘year 10950, 
there was a profit of $211,009.00. On this statement I 
have deducted that orofit from my investment which, at that 
time, and on the basis that this is drawn up, Exhibit 
"114", when it stood at 485 thousand, and I say that 1 


have outside of capital in the business, invested 179 


oo hte but on-the-basis this my profits are my own to 


do what I like with, if I remove them from here and put 
then in my pocket this year instead of putting them back 
into new capital assets, I would have to get $211,000.00 


from somewhere else to buy my new assets with, that is to 
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say, if we withdraw the profits from the business, I am 
not, in 1958, in the position of having had $410,000.00 
back, I amin the position of having a very large invest- 
ment of cash there. 

MAJOR LIPSETT: But in that year 1950, Mr. Maw, 
you give your profit ss 211 thousand? 

1 ee% 

Leaving out amortization, are not your profits 211 thousand 
plus the 33 thousand? 

thay a s.corrects, 

Your actual profits of cash, which you get, is 244 thousand? 
That is the cash I get. 

Yes? 

That 18 correct. 

And this amortization. which, you, put dnvuhere is over nd 
above the net profit which you show in the column? 


Well, I am only entitled to withdraw from the business 


my profits. 

Yes? 

211 tsousand, I must leave this 33 thousand dollars 

of amortization reserve there, I may pay myself a dividend 
in excess of my profit. 

But you rave the extra money? 

So I can take out $211,000.00 and then that year I have 
made an investment of, in this particular case, only 

45 thousand dollars, I may , if I like, sending my amortiza- 
tion reserve, 33 thousand dollars into it, but I still 
have to find 12 thousend dollars of outside money to make 


up the rest of my investment. 
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And iu the previous year if I had taken out my profit, 
I had to go to the mubilda: ane find $300,000.00 to 
put into these assets. 
Q Wk. COMISSIONSR LIPSST?: In 1930 when you say 
you put in »45,000.00 you got in profit and amortization, 
you got 244,000.00 or 245,000.00? 
4 That is correct. 


Q And you put back this »45,000.00 or whatever it was? 
No, I took my 211,000.00 of profit and I invested in 
in a brewery, sey. Something quite different, and 
then 4 had to find additional capital to make my naw 
investment in direct assets. 

Q The position then would have been instead of having 
31,600,000.U0 of capital in pipe line, you would have 
had $1,600,000.00 today in pipe line plus a brewery, 
from this original investment of 152,000.00? 

A Oh no, because my original investment could not provide 
me with funds to invest in a pipe line and in a hrewery 
both. | Ue 

Q The original investment plus profits? 

Plus new capital which I have brought in each time I 
have removed profits. My investment today would be my 
original investment of 152,000.00 plus all my profits 
of $1,489,000.00 and I would have an investment of 
51,600,000.0U and some odd dollars. 

Q Plus the (386,000.00 that you call amortization? 

h I would have that in cash too. 

THs CHAIRMAN: ve are having a terrible 
struggle trying to save the Royalite this ,386,000.00. 
How you could have that profit without first taking 


out the capital you put in I cannot see. 
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A “hy surely. When you sink ,100.00 in an investment, 


no matter what it is, and you can earn a profit of 
wlO.00 on it without bringing back your »100.00 in 
cash to it first. | 

Q If at the end of 10 years I have only managed to get 
wL00.00 I would not think I had made much of a profit 
on my investment? 

You heve not made any. 

Q That is what I am getting at. If at the end of this 
period of time - after all this is only a test about 
this ending tonight - if at the end of this period 
of time beyond the money which you heave got, ¥410,000.00, 
of which $386,000.00 of that is amortized, is a 
capital investment that you put into the line and 
that is useless. I think there is an answer to it 


but I may be quite wrong in my view. TI must be. 


hia. BOLAL “ould you like to know 
why, Sir? 
EO Gre Tal eels: Yes? 

Q like NOLAT Vhat is the amount of 


that money in the bank? 

b #410, 000.00. 

Q And of that is a certein proportion, namely $386,000.00, 
earmarked? 
Yes. 


Out of the 410,000.00? 


A 

@ 

A That is correct. 

Q Then we have not two bank accounts? 
A 


Ko e 
GQ Je have one’ 


A Yes. 
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Q And it has in it 410,000.00? 

A 6s. 

Q And $386,000.00 of that is earmarked for this amorti- 
zation reserve? 


ys) That is right. 


Ce And if the field ends tonight it is not required? 

A ina tis! righ te 

Q Because there is nothing to amortize? 

A Pate dish 2igohts 

Q So, therefore, the $410,000.00 is clear of this encum- 


brance of %386.000.00? 

A That is right. 

Q And is released and is your own money? 

A Dhak ahs isnt. 

Im. NOLAN: I have said a lot of things 
that are right. 

Q THD CHAIRMAN: hy sis) that might, if you 
have to amortize to get that? Presumably when you 
amortize it year by year to get the (386,000.00 you 
have lost a corresponding asset haven't you? You have 
it lost as you build up the arortization fund. 

M2. COM ISSIOILIR LIPSSTT: ‘Ye take the 386,000.00 
out of the profits all the time, year by year? 

a. TH: CHAIRMAN: But to return your 
capitel already taken out of your pocket, otherwise 
you ave no right to amortize? 

That isiright. 

Q The witness sovs ",ell we won't need this amortization 
money because the field ends tonight." You have already 
a it, oz: you should not have it, to pay for the 


depletion which has occurred in your assets, You should 
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not have that $386,000,00 unless you have Lost out 

of the thing in which you put your money 4386,000.00 
worth of depletion. 

MR. NOLAN: If the field ends tonight 
I must have lost it. 

THE CHA I? ‘AN: You must have lost it now, 
not that you need it for 10 years hence. If it lasted 
lO years more you would be amortizing some more on a 
different basis of life, say 20 years. 

A That is correct. But look at it this way. Tonight 
when the field finishes our investment has cost us 
yl.,465,000.00. It does not matter what it cost us, it 
is worth nothing to us. So it makes no difference to 
my cash position whether I say that I have got a pipe 
line atv least worth »1,465,000.00 or whether I have 
applied the reserve that I have for it and say I have 
at least a pipe line worth $1,080,000.00. 

Q He. NOLAN: You mean ~1,870,000.00. 
Ilo, @2,080,000.00, and take my reserve back again. 

It will still leave me with an asset on my books tonight 
of $1,080,000.00. It is still worth nothing to me, 

the same as it is worth nothing to me if it is the 

gross asset without the amortization reserve. 

Q THE CHAIRMAN: what you have got left then 
is worth nothing? 

A ‘orth nothing. 

Q@ This .1,000,000.00 and something? 

A ‘hat I have which is worth something is the 410,000.00 
in the bank. But this »410,000.00 in the bank which 
I have put in out of my profit, and I did not have to 


put my profit back in. If l had kept My profits in my 
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Arthur aw 
pocket I would not have the 410,000.00 in the bank 
today- I would owe somebody ¥1,000,000.00 for the 
money I put into my pipe Line. That is the proper 
way to look at it in my opinion. This statement, 
“uxhibit "114", is a true statement for the purposes for 
which it was asked, namely, showing the proportion 
invested annually from profits, on the assumption 
that you wanted to put your profits back into the 
business. But if you did not want to put your 
profits back into the business you would have to find 
(jL,000,000.00 from somewhere else to build the pipe 
line with. I hope that makes it clear. 

Q TR.NOLAN: Vr. Maw, I do not want 
to get into an involved discussion about this figure 
Of %121,,000.00 shown on axhi bit "109", being the per- 
centage of utility assets, but asking you just for 
one moment to look at it and at your report, heing 
mxhibit "100", and comparing that figuse with the 


figure of {324,252.85 shown as at September 30th, 


1938? 
A Yes. 
Q You know what I am talking about? 
A Yes. 
Q Can you show me why those figures are in that 
variation? I attempted vogtouaneus get that. 
THE CHAIRMAN: chat is that? 
MR. NOLAN: That is taking Sxhibit 


"L109" and the percentage of utility assets in the total 
of $121,024.57, and endeavouring to reconcile that with.... 


THe CHAIR AN: Where is that? 
fee. LOLA T axhibit "109". If you 
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look at the figure $324,252.85 on Oxhibit "A" of sxhibit 
"100". ‘why is there that wide variation in those 

two figures? Can you explain that succinctly, precisely 
and clearly. 

THA CHAIRMAN: Perhaps Il am becoming 
bemused, but I do not see the figure of »324,000.00. 

Ma. NOLAN: It is at the end of 1958 
Which is on sxhibit A of "100". 

THE CHATRMAN: Oh yes, I did not hear 
that. w#xhibit 45 of "100". This figure becomes 

Oe4 J000.00: 

like MOLAN: Yes. 

Now, Mr. aw, without any assistance from ue, would you 
please explain that if you will: 

924,000.00 is a figure which we have included as at 
September 50th, 1938, to represent the proportion of 
investment in utilities assets and service units appli- 
cable to the Pipe Line Department, allocated ona direct 
operating labour basis. I am not quite sure what you 
are asking me, r. Wolan. 

5S Ee es ea vi, the Commissio.ers were struck by the 

fact that in uxhibit "109" the percentage of utility 
assets in this grand total amounts to $121,024.57 in 
1938, Susy De to the end of this period? 

That is a figure which bears no rslation to any of the 
figures included in our sxhibit "100". 

fll right. “hy has it no, relation: 

Because on wxhibit "100" we are looking at the pipe 

line Sporation as it appears to us on September 30th, 
1938, and Wo eee that we have invested in it, in 


trunk lines, gethering lines and other, direst capital 
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Srthur Maw. 
assets »1,227,329.41. And we also have invested 
in the operation a proportion of the assets of the 
various utilities and service units of the Company, 
because our pipe line could not get along without 
those assets. 

Q Let us call them indirect assets? 

A Indirect assets. They amount to ,424,252.85, on 
our percentage. 

Q Why do not they amount to $121,024.00? 
That figure means nothing. It is not related in any 
way to this 324,252.85. That is a figure you will 
have to deal with quite separately. 

Q. Which figure: 

y;) The 324,000.00 is the proportion of the assets 
which we think todey should be allocated as assets 
necessary to the operation of the pipe tine department, 
and we have allocated that o). a direct operating labour 
basis. We have to have some basis for allocation. 
I am not trying to say that for this purpose the 
Girect operating labour basis or thse total labour basis 
gre Cither of them perfect methods of arriving at what 
the percentage of indirect assets should be here. 
But they were the only ones available. I think it 
more than a coincidence that both tur. Lorrison and 
ourselves alloceted the propcrtion of the investment 


on aq labour ratio. 


£ 


Yes? 

A That I think to my mind shows that the figure at 
September 30th, 1948, should be 4324,000.00, the 
figure appearing on dxhibit 4. 


Q That the Coamissioners suggeSt is this, that if the 
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grand total of your percentage of utility assets over 
a period of 13 years, that is down to now, here, this 
date, is $121,000.00, how does it become $324,000.00 
in txhibit A of Exhibit "100". 

Beeause there is no relation whatever between the two 
figures. this on Exhibit A is a picture of the pips 
tine assests as they stand now. | 

Yes? 

And when sxhibit "6" was made up, “sxhibit "109" was 
not in existence? 

No. 

Nor had &xhibit "109" any relation to Exhibit A. 

THE CHAIRMAN: All right, grant that. 
No relation at all.- But supposing that a curious 
mind would like to know what was the value of the 
interest of the pipe line company in these utility 
and indirect assets, so-called, what would you say 
was the proper figure? 

324,252.85. 

Yes? That is the value of the interest of the pipe 
line company in these assets? 


Theat is correct. 


And that should be added, should it, to these other 
capital sums, as invested capital’ To the direct 
assets to get the total of the capitel investment 


of this Company as of today? 


Yes. 

2, MOLAN: Vas that done in uxhibit 
Peorev LOO’ 

Yes. 


You added the investment of the direct assets, or you 


= 


Pa3 
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Arthur law. 
took the investment in direct assets and added a 
portion of the investment in indireet assets and 


your ans‘er is 61,551,5738.007 


4 That is correct. 
Tine NOLATI: That is what his Lordship 
wantse 

Ch Dee 2COM TOG sah Lou le "111 you take txhibit 


"109" and explain thet tous, 6r. Nolan. thes ue 
what the Judge wants. 
MR. NOLAN: Forgetting about your 
report altogether. ‘thet does dxhibit "109° meen? 
“hat good purpose does it serve? ‘ht is it for? 
A "109" was prepared with the intention of showing 
as closely as possible the weighted average number 
of years during which the investment was employed 
on the basis of amortizing the capital completely 
by December 3lst, 1946, and it was drawn up to include, 
on as nearly 8 correct basis as possible, some 
proportion of the investment in the utility assets 
as well as the direct. 


In order only to arrives at the weighted averege number 


$9 


of years during which the investment was employed? 


b That is so. 

% Now this figure of 3324,252.85 is on your basis of 
allocation, yours, Price, Jaterhouse's basis? 

A That is correct. 


G iy. Uorrison arrives at a different figure? 


A Yes, he does. 


Q His figure being 181,000.00 if my memory serves ne. 


Iam not guite sure. i think that is about right. 


3181, 000.007 
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A Yes. 

Q It seems to me that you arrive at a very different 
result, Mr. Maw, as to whether your basis or the 
operating labour basis is used? 

A That is true. That is our lebour basis is the oper- 


ating labour basis. You mean whether our basis or 
the total labour basis is used. 

Q, Yes. Ido not want to worry anybody with this. Mr. 
Morrison's basis may be described as a total labour 
basis and yours as an operating labour basis? 

S That is correct. 

Q The difference between you is very vide when it comes 
to the final figure on the percentage to be applied? 

A That is so. enue 
THe CHAIRMAN: Vi Subject, of course, to 
ur, Morrison's adjustment. with respsct to the high 
paid labour. | 

@ UR. NOLAN: » egal Subject to the adjustment 
Mr. Morrison makes which was 5/7ths of the drillers’ 
wages because of thé disparity which existed between 


those two? 


A Yes. 
Q. He tried to bring that to a uniform basis? 
A Yes. ’ tigi 
THE CHAIRMAN: 3 If you adopt his theery 


at all, I mean if: you were to? 


A Yes. 


ould you be content to do what he has done with 


x 


respect to the drillers? 


A Yes. 


Q LR. NOLAN: But would you adopt his 
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basis? 

A NO. 

f “hy not? 

b Because on examining his basis and carrying it out to 
its logical conclusion, it ygeases to be a scientific 
basis and is an estimate or guess. 

Q Because you say it is not carried out to its logical 
conclusion? 

A Yes. 

Q Vill you demonstrate that for me if you will? let us 


take a figure. I had a figure the other day from Mr. 
Morrison's report. If you will direct your attention 


to Exhibit "88" on Page 21 of that exhibit. 


THe CHAIRIARK: Just a minute, xxhibit 
NSB" ¢ 
UR. HOLA: That is Mir. borrison's 


Report. On Page 21 of uxhibit "86" I observe Mr. 
Morrison has Proportion of Utility kxpenses and 
Service Units totelling $112,968.27. That is the first 
total, Sir, on that page. He has, Mr. law, a total 
of yar, 708.01 eau of the proportion of adminis- 
tration and general.expenses. Wow lr. Morrison takes 
es his percentage, on the basis which he is uSing, 
18% of those two figures, ,112,968.00 and $121,702.00? 
A That is right. | 
Q And he produces two figures from that, 20,662.00 and 
522,260.00, meking a total of 342, 922.767 
That is right. 
Now that »42,922.76 is charged against opsrations. 
That is so. 


Is that right? 
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No. 

Why not? 

The basis of the percentage of 18.29067% is the total 
payroll for the period, with the drilling payroll 
adjusted in money to 5/7ths thereof. And that payroll, 
that total payroll includes all capital and operating 
wages. 

Yes. Wow let me go back. The other labour ratio basis 
being used in this case by Mr. Morrison ig all the 

men in the pipe line department whether they be on 
capital expenditures or operations? 

That is so. 

As compared with the total number of men employed by 
the Royalite Oil Company, whether on capital expenditures 
or operation, modified by that 5/7ths for the drillers? 
That is So. 


You have capital and operation on both sides of his 


equation? 

That is right. 

And he comes to this conclusion that 18, of all the 

men employed on capital expenditure or operations by 
the Royalite Oil Company are in the pipe line department? 
That is right. 

And that is how he gets his 18,0. tihy do you say that 
it not carrying it to the logical conclusion? 

THE CHAIR AN? Is that right, Mr. Nolan? 
I thought it was 18% reduced to dollars, now 18% 

of the men though? 

It is putting the dollars on a men basis. 

Mik. NOLAT: I think I can show it is 


18% of the men because we have arrived at the percentage 
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of men by looking at the dollars on the payroll. 

It does not much matter, I do not think. 1.011, 18% 
of the payrolls for the whole of the Company, whether 
it be on capital expenditure or on operating is in 
the Pipe Line Department either in operating or in 
capital expenditures? 

Yes, that is right. 

That is another way of putting it and perraps it is 
a@ more correct way of putting it. Low develop 

it from there? 

And the total ripe Line Department payrolls, which 
forms 18. something per cent of the whole adjusted 
payroll approximately...... 

THs CHAIRMAN: Just there. Do you 


question the correctness of that percentage? 


Tm. NOLAi: lo. For the moment 

I am asking ycu, ir. Maw, to assume if you will 
please, that Mr. Morrison's method is correct? 

That is rather a large order. 

But for the purpose of applying it, you of course 

do not agree with it, but can you not for the moment 
assume tlt it is correct. Or do not assume, as you 
like? 

No, I do not think I would like to assume that. 

Tiell we do not assume it is correct. 

THe CHA TREN: Just in passing, while 
I think of it, is the 18, all right? 

On his basis, yese That is you mean mathematically 


correct, or worked out correctly? 


Yes? = 
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Yes, it is undoubtedly. 
Im. NOLAN: Vell assume it is correct 
to that extent at least? 

& Yes. 

Q “Inere do you go from there? 

A The pipe line payrolls making up in total this 18 and 
some odd per cent consists approximately of, in this 
particular period, 60% men employed on capital expend- 
itures and 40% men employed on operating the Pipe Line 
Department, and therefore, the logical conclusion 
would be that to the extent of 60% of this 342,900.00 
Some odd dollars - ($42,922.76, a proportion of the 
utility expense and service units and administration 
and general expense, 60% of it will have been allocated 
to capital expenditures, leaving 40. of it to be 
allocated to operations. 


You say will have been allocated to capital expenditures, 


& 


by whom? How? 

A On the basis of making up the payroll. 

Q Yes‘ | 

4 Now Mr. Horrison has allocated the whole 18,0 to 
operations, whereas 60j of the :»42,000.00 on the basis 
of his payroll should have heen allocated to capital 
expenditures, and following it out to its hegiacal 
conclusion, would have been in actual practice eapital- 
ized, thereby increasing the investment and reducing 
the operating cost. Now before J go any further 
with that, I would like to say this, that I have 
reviewed the evidence which ifr. Morrison gave in 
respect of the application of this percentage, and 


the impression that I got from his evidence was tht 
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he was quite aware of this feature, which i am des- 
cribing to you, that 607 should theoreticably go to 
capital, But although he was avare of that feature 
of it, in his opinion it was not necessary to carry 
it to its logical conclusion, that it had arrived at 
what he considered to be a fair basis, and it would 
be all right to forget the future logical carrying 
out of the system and applying it, apply the whole 
of the 18% to operations. 

THe GHAIRUCAN: “hen you get to a labour 
basis as a yardstick or measure? 

4 Yes, exactly, that I think is what iur. worrison had 
in mind. But I think that the distinction is very 
importent, because if the yardstick or measure cannot 
be carried to its logical conclusion, without giving 
a very distorted result, then it ceases to be a 
scientific method of applying the overhead and becomes, 
in effect, an estimate or a guess. I hope thet iir. 
Morrison has realized that I am making these remarks 
with all due respect. That 1 think is the msin 
difference between use That in his opinion it is not 
necessary to carry the application to its logical 
conclusion, that he has at this point arrived at a 


satisfactory basis for allocating the indirect expenses. 
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And I cannot concur in that opinion if it be his opinion. 

I think the fact that it can only, by carrying it to ita 
logicel sonaluciopnytact it giveyu u very different Pesult 
from w at appears on this statement, is sufficient to rule 
it out as being a system which should not be applied at all. 
THE CHATRiAN; Carried to its logical result as 
you say,it should be, in order to be © worth while yaré stick 
where would it bring you? 

I have, if you would like me to present it, a calculation 
of these same figures showing where it would bring us in 
this particular period and I would then later in general 
terms apply that result to the whole period covered by lir. 
Morrison. 

Mn. NOLAN: and that, iire Chairman, will be 


en bit "119". 


THE CHA ThiiAn: YesBe 
(STATI ZNT PRODUCED BY 
THE WITNESS WAS HERE 
MARKED AS EXHIBIT 
"119"), 
WITNESS: would you like me to go through thia. 
THE CHAIRMAN: Yes. 
MR. NOLAN: Now, Mr- Maw, take Exhibit "119"? 


This is a calculation showing the distribution of indirect 
expenses for the nine months ended September dOth, 1938, as 
between operating costs and capital expenditures on the basis 
ef pipeline department's payrolls for that period as they 
would have appeared on the books had the company adopted iir. 
Morrison's basis of distribution and closed its books before 
Mr. Morrison commenced his examination of the books, in other 
words this is carrying out to its logizol conclusion, instead 


of stopping short at the point where ir. Morrisbn considered 
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that he had arrived at his basis, the total payroll 
applicable to pipeline department, capital expenses and 
Operiting, both 107,068.30; payroll upplioutle- to 

pipeline department operation p42,886.86; 40.06%, Pay~ 

roll applicable to pipeline departuent capital expenditure 
64,176.44, 59.94%, 

Now just a moment, that means to say that the total payroll 
of the pipeline department including capital expenditures 
and operations is ¢107,000? 

That is correct. 

Divided:up into these two proportions of 40.06% and 59.94%, 
all right, now what is the next step? 

The next, we take the figure of $42,922.76, appearing as the 
proportion of indirect expenses as per statement No. 21 of 
Mr. Morrison's report. 

Now that is the figure which you und I have just diseussed, on 
page 21 of Exhibit "88"? 

That is correct. 

$42,922.76? 

Correct. 


Which has nothing to do with that 42 thousand figure up above? 


No, no connection. 


THE CHATRuAN: where do you get it? 
$42,922.76? 
MR. NOLAN: From page 21. 


From page 21 of Mr. Morrison's report, that is the figure which 
has been allocated to the pipeline department's operations 

by applying the 18. something percent to the total indirect 

and administration expenses. 


You are not questioning the 18% «t the ..Olenf, fre you? 


Noe 
And you are not questioning the $42,922.76? 
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No. 

Bo, 811 right. 

On the basis of applying administration and indirect ex= 
penses to capital expenditures, of that 942,922.76, 59.94% 
or $25,728.98 would have been allocated to capital expen- 
dituryes with the result that there is only $17,193.78 of 
these indirect expenses left to go against profit and loss 
account and operating costs. The total charge against 

these earnings of the nine months ended September 20th, 

1938 would then be $17,193.78 to operating costs, plus 
amortization of 425,728.98 addec to our capital expeny 
ditures and for the purposes of this example amortization 

On the basis of 5 years from January lst, 1939 forthe hilf yeer, 
being consistent with the pelicy of amortizing the additions 
ox the period for one-half year during the year in 
which they were acquired, we would get three-quarters of lll, 
which would be 5% years, 53 years accounts for the ee 
three-quarters of 111, of $525,728.98, would be amortized of 
these capital expenditures, to be charged to profit and loss 
during this period, making ¢£1704.55, or a total charge to 
operations in place of 648,928.76, of 918,948.03. Now that 
is following to its logical conclusion the basis in the 
distribution of indirect expenses as set out in the method 
employed in Mr. Morrison's report and as I say instead of 
following it to its logical conclusion Mr. Morrison has 
charged the whole $42,922.76 to cperating expenses and has 
thereby arrived at an operating figure of expenses for the 
period which he considers to be fair and reasonable. Now 

if the logical carrying out of this system produces a 
$18,948.03 to operations for the period, then 


Gharge of 
one or other of those figures cannot be fair or reasonable. 
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They are too widely apart, so that is why I wy that, ale 
though I am quite sure, after examining the evidence, that 


Mr. Morrison was very well aware of this feature, he con 


Bidered it to be unimportant and I consider it to be very 


important because his basis is no longer a scientific basis 
nor ig it any longer founded on facts, therefore, it is at 

best an estimate or a guess that is what I mean, Mr. Nolan, 
when in reply to the question which you asked me=«=- 


Yes, now if I understand you, Mr. Maw, you say that Mr. 


Morrison in order to carry through his method should have 


taken the $42,922.76 shown on page 21 of Exhibit "88" and 
distributed that as between the capital expenditure payroll 
and the operations payroll? 
Yes. 
Then if you are right about that and there should only be 

a charge to operations of $18,948.03, instead of $42,922.76, 
the same criticism would apply to every statement of Mr. 
Morrison's,for each of his years. 
That is correct, although of course the percentages would not, 

of necessity be 40% and 60%. 

No, they would be what the fact was? 
ixactly. 
And we are anxious that this method of accounting which we 


used should be based on the facts? 


That is right. 
And if John McLeod's shlary.is ciirgedin pprt,,is «ny of it 


charged on the facts, to capital expaises, the capital ex- 


penditure? 


Yes. 
You are of the opinion tt when you get down to the pipeline 


department the proportion of that cost of ¢42,922.76 should »e 
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charged as the facts woulda indicate, namely to those 
people engaged on Gapital expenditures? 

4 That is the logical outcome of this method and it will 
be quite apparent that if this methoa were followed to 
its logical conclusions and if each of these four years 
and nine months' operations were adjusted in the same 
manner that I have shown the adjustment of 1938, we would 
at Septembor $0, 1938 arrive at a much larger capital in~ 
vestment, a very much smaller operating cost, with secondly 
a larger profit for the period and a very different rate of 
return from the One shows on Mr. Morrison's presentation. 
They cannot both be right, this one which we now have and 
the one which has emerged from the application of the systen, 
they cannot both be fair and reasonable. 

Q Ami right in saying that, taking Mir. Morrison's basis and 
applying it throughout to the end you would necessarily are 
rive at a figure of $18,948.03 instead of $42,922.76? 

Yes. 

@ And whet you are saying is8 that Mr. Morrison stopped at a 
point and did not go on in the pipeline department, to dis- 
tribute his figure of $42,922.76 on page <l of dxhibit "86" 
to the capital expenditure payroll and the operations payroll, 
ag he did in the first instance when he applied his basis to 


begin with? 


A That is correct, that is right- He did that and I think his 


evidinee bears out that he did it deliberately, that he con- 


sidered--~ 
Oh yes, no question about that. 


That at that point he had arrived at a satisfactory basis. 


Yes. 
My own opinion is that the basis had not been arrived at then. 


Or a conclusion had not been arrived at? 


ee ee ee 


se 
; “ 
. . 
rr 
t 
rs 
tn} at 
eer Ls 


‘ 
i 


ei 
: “ES 
a 
Sts 
- 
: 
a 
teat bs aA} 


~-4 hd 
. or 
- 
ms 
cr * 
Mos 
Soe tae 


ey? 
Seve 


~~ 
ae z 
As 
’ Z 
- 
, ~y 
e. 
‘ 


3 Sa 
are 
er 
-& > 
st < 
eK 
ae 
ot. - 
io 5 
ier) 
‘ 
F . 
3) 
Be 


, 

— 

, 

r 
»* SS 


be of é 

a) 
Ls Q 
(ad 

ees 

at lan 


as 
Lhe, 
ee 
ve ar 
1 2 


a 


= 
ad 
t Se 


ls 


a 
- 


nd ws : x 
-. o = 
- 
a we F 
. 4 
2 <a oC 
aw 
‘ 
Dod 
1 
Ye, 
r 
wa. ~! 


a.Maw 


& > GS & 


~ 3094 ~ 


A conclusion had not been arrived sae 
Let us not use the word "basis". 


And I think that is the only criticism if, I would not per~ 


haps even go so far as to oall it a criticism. 


A difference? 

A difference of opinion , between iir. Morrison and myself. 
On his evidence it is not necessary to carry it to its 
logical conclusion. In my opinion it ig, as only in that way 
can you get a true picture of the facts. 

And the fact is that 60% of the men cn the pipeline depart< 
ment are engaged on capital expenditures roughly? 

Yes. 

40% are engaged on operat ions? 

That is right. 

Roughly and that to carry through the method as adopted by 
Mr. Morrison there should be a redistribution again of the 
$42,922.76 appearing on page 21 of the report for the year 
1938? 

That is right. 

All right. Now one more thing, Mr- Maw. 

THE CHATRWAN: Mr. Nolan, I do not fully apprec- 
date, so long as it is just a yard stick, mind, now--- 

MR. NOLAN: Yes. 

THS CHATRMAN: what it matters whether it carries 
through logically or not, there may be a good reason. 

MR. NOLAN: What this witness is endeavouring to 
Bay Mr. Chuirseo is that taking Mr. Morrison's yard stick we 


have not carried it through, we have stopped short. 


THE CHAIRMAN: : Yes. 


MR. NOLAN: Then we find y42,000 charged to tie 


pipeline department exclusively against operations and if the 
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yard stick is to be used as a yard Stick, you measure 
right all down the jine, right into the pipeline depart~ 
ment and when you get in there you find you are again merct~ 
ing that amount of capital and aaount of operation, and 
then this witness says you should take your $42,000 figure 
and distribute it again on the amount in the capital ex+ 
penditures and as against the omount in operations and not 
leave it suspended as it were against operations alone. 
WITNESS: That is right. I feel unless a thing 
is carried to its proper conclusion it ceases to be any+ 
thing more than an arbitrary guess or estimate. 
THe CHAIRMAN: As @ measurement value? 

A Asp a measurement value. 

Q MAJOR LIPSETT: If you carried it thrmgh tha, 
Mir. Maw, to its logical conelusion i& you point out, what 
would the effect have been on the costs of operation in 
that nine months? 

A That would have been very much lower, they would be very 
much lower » 

Q WR. NOLAN: Why? 

They would be so much lower that they would be absurd, at 
an absurdly low figure. 

Q MAJOR LIPSETT: Have you the figure? 

Yes, the amount by which the indirect operations would be 
reduced would be $23,974.73, the figure of $42,922.76 would 
be reduced by $23,974.75 to G18 ,948.03, a reduction of con= 


sierably more than 100. 
Q MAJOR LIPSETT: How much per barrel in tmt period 
would that reduce the cost? 


A Oh, per barrel? 
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Yess 
A I have not made the caloulk tion per barrel. 
MRe NOLAN; Zt would not be very much per 
barrel? 
Et would not be very much per barrel. 
Because all the indirect costs are in thore at per barrel. 
MAJOR LIPSET?: No, but while you are putting it 
forward as a criticiam of this theory, as I understand you? 


A I am putting it forward if I may. 


(Go to No. 3097) 
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Q AS to his method? 

A iith the suggestion that as it fails to measure up that 
we should look for another method to which the same 
criticism could not be applied. 

eS) But if it does stand up and pasibly prove out to be right, 
you say if it was carried out then to its logical con- 
clusion., as you have done in this item here, the effect 
would be to reduce your cost of operation per barrel in 
1938, Would it not? 

A It would, but I cannot subscribe to it being earried out; 

Q No? 

Because you would then have the effect of reducing your 
normal administration charges chargeable to operation for 
the year by a very, very large amount. 

ey To a figure which you would consider quite unreasonable? 

A Exactly. 

S RR. MOCLAN: What do you mezn when you say 
that this is the manner, “xhibit "119", in which these 
figures would have anveared on the books, you are 
assuming that the company has adopted tir. Morrison's method? 

A Yes. 

o) For the purposes of this friendly criticism? 

A Yes. 

a) Then you say that the bookkeeper, the bookkeeper? 

A Yes. 

Q Applying Mr. Morrison's method must have arrived at the 
result at which you arrive? 

That is correct. 
Q And that is the way it would appear on the books if the 


books had been kept according to this method of Mr. 


Morrison's? 
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A 4nd if the basis of distribution were carried out to its 
logical conclusion. 
Yes? 
The bookkeeper could, of course, have stopped short where 


Mr. Morrison ob Gah 


Q In not applying his theory throughout? 
A In not applying his theory. 

Q Throughout? 

A Throughout. 

Q 


Now, if the bookkeeper had left that $42,922.76, as it is 
left on page 1 of Exhibit "88", would not the bookkeeper 
himself have to go through and do something with that 
figure of $42,000.00? 

A He would have arrived at the stage where this $2,922.76 


would all be chargeable to the pipeline department. 


q Would he not have to go on and distribute that? 

A Ves. 

q As between capital and operation? 

A Exactly. 

Q Had he any alternative? 

A Wo. Well, let me qualify that "no", he could still have 


charged it to operation, but he would be inconsistent 


and incorrect so to do. 
Q Sppposing that some accountant, Mr. & , says to the Royalite 


bookkeeper "Here is the way to distribute your indirect 


costs"? 
Yes. 


"My basis is this basis"? 


Yes. 


Pr OF 


Gould he have stopped where it stops in Mr. Morrison's 


report? 


A No, 


oe ai 


ta how a ts ih erst bi | 
se de ¥ ii 6! oat oy Z 2 Ls Ber Lon 

ou Ot ov it “e a ee. 

ix, Ki! i ae ya ah igs - vf 7 

pea , hae ; 4 Ny i ul 7 


Arthur Maw; -~ $099 = 


Q He would have had to go on? 
A 


Bxactly. 

Q And do what? : 

A And distribute the $42,922.76 in the anounts which I heve 
shown on Exhibit. "119", $17,193.78 ta operating costs, and 
$25,728.98 to his canital assets account. 

Q Yes, and that would make.a very great difference in all 


of these earlier years of Mr. Morrison's report? 
It would. 
Now, Mr. Maw, turning to txhibit "116", and that is the 
ixhibit which shows the cost per barrel after providing 
for income tax and the return on invested capital, at 
various rates, do you remember that ixhibit? 
Mesh dO. 
Have you anything to say about these figures of 11.53 
and 11.36 on the basis of 20%, or any other figure? 
A Yes, but before doing so, Mr. Nolan, may I file with the 
Commission additional statements which they asked for? 
Q Yes, what we are going to do now, Jf we Ley, plceBet 
is to arrive, or rather to present to the Commission 
a calculation based on the period taken by the Oa ene 
Waterhouse peonle, namely, the Slst of December, 1946, 
the calculation wien will be made on the same basis as 
axnibit "116", which takes this arbitrary, 5, 10, 15, 


20, 25 and 30 year period, where is it, Mr. aw, is it 


prepared? 
A Yes, it 13% 
(Document produced by “itness 
here marked as Exhibit 120".) 
WITNESS : This statemmt has been prepared 


at the request of Major Lipsett, to complete the presentation 
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on the basis of our Exhibit "100", eight yerre from 
January lst,.1939, Our Exhibit "100" dealt with them 
. amortizing the assets 100%, and this statement has been 
prepared on the same basis, 
Q Yes, and it is to bring it into line with Exhibit Pee. 
it is additional to "116"? 
It is additional to "116", 
Then, will you explain it? 
MAJOR LIFSRTT: | Is that with or without sal vage? 
This is without salvage. | 


MR. NOLAN: Now, Will you explain it? 


> 2 & © oO & 


On the basis of 100% amortization of investment by 
December Slst, 1946, that is cight years from January lst, 
1939, the invested capital will be $1,148,378.79, taken 
from #xhibit A of the general presentation, Exhibit "100" 
in the column headed "September 50th, 1958". 

Yes? 

A The investment was $1,148,378.79. On Exhibit C8 the 

cost per barrel on the basis of amortization over the 
eight year period fram January lst is 6.52¢ per barrel. 


Yes? 


&) 


That cost, after providing for income tax and a return 
on the invested capital at the rate following gives the 
answer in cents; 10% return on investment 8.939; 

12%, 9.53¢; 15%, 10.14¢; 178%, 10.74¢; 20%, 11.54¢. 

Q Well, now, looking at Exhibit "116", you say you have some 
comment to make on these cost figures per barrel at the 
varying rates of return on investment? 

A In arriving at the varying rates of return on investment, — 
the varying rates which would provide varying peraans on the _ 
capital, we can only include in & statement of that kind 


figures which are in the books or have been in the DIOS» 
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Ge must, in fact, be based on our presentation and the 
fact that we have taken them from the books, so that, 
tomy opinion, 1% 18 nat 2 conclusive figure on which to 
base a rate because it can be affected by 89 many con- 
siderations which do not appear in the books at the 


present t ime. 


LL 


THE CHATRMAN: For example? 

For example, the necessary annual increase in amortization 
rates for the period from now looking to the future, and 
the probability of increased operating costs for the future. 
This statement has been prepared on the figures for the 
nine months ended September 30th, 1938. During that period 
the operation was an extremely successful ons, no major 
disasters occurred. We have been given evidence that the 
pipeline was well and economically operated. We cannot, 
therefore, look for any reduction in operating costs, 

end we know that in the future we must look for an 
increase in operating costs. Therefore, that is one 
reason why I say that with 2xhibit MLLOM eee ee 


Exhibit "116" you mean? 


& 


A Cnly tells - vart of the story. You cannot look at that 


statemant =nd ston and say “There is sur rate." 


TH: CHAIRMA™: Are you referring to Bxhibit 
ba Sl 6 habs 
Q MR. NOLAN? Exhibit hiem Ghatae ithe one 


which we worked out on the different rates of return on 
investment, the long statement, sir, and the figures, if 
you will remember, sir, came out at ll. something cents? 

A 11.5 something cents at 20%. 


It was 11.5 something cents all across the page? 
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MAJOR LIPSETT : At 20%. 

MR. NOLAN: At 20%. 

At 17 it Was 10 something all across the page, and at 
10% it was 9, it varies, 9, 8 down to 8- 

MAJOR LIPSETT : That Exhibit "106", Mr. Maw, 
was after t& ing off 10% salvage or allowing 10% for 
salvage in the periods 5, 10 and 15 years amd 5% for 
Salvage on the 20, 25 and 350 years? 

That is correct. 

Well, is there any reason why Exhibit "119" is not meade 
up on the same basis, allowing for the salvage? 

RESON? 

Praipee  LeOUe 

Yes, I was asked to prepare Exhibit "120" on the ba Sis 
oF Sur Exhibit “1L00"% “an Which We allowed Tor tne revurn 
of the entire investment without salvage, but in that 
respect I might say that to have prepared that and brought 
in the salvage figures would have entailed a very long 
calygulation for an extremely small difference in the result. 
I applied one or two tests to the figures with a view to 
seeing if I could find out how much difference in the 
rate the salvage would be, md without any absolutely 
mathematical certainty I cam to the conclusion that an 
adjustment for salvage on this would at 10% make a 
difference of about .07¢, and at 20% a difference of 
.0o2¢. Those figures are not mathematically accurate. 


A calculation of the exact ones would be a matter of two 


or three dayst work. 
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DE OLA T: In other words, this new 
axhibit "120" is founded upon the basis adopted in 
your report? 

That is correct. 

Are there any other observations you want to make in 
Vespect of d2zhibit "TIE"? 

TH CHAIR‘: ‘While Mr. haw is in the 
box, are there any other things that were asked for? 
ite NOLS MS “@ were going to make a 
calculation, do you remember, on that 43%7 

Yes. 

Did we do that? 

I have not got that prepared. 

Just explain if you will please, to the Chairman, what 
that calculation was, because I heve forgotten? 

I will need #xhibit "110". ‘ie were asked for a figure 
comparable to the percentage shown on uxhibit 4A of "LOO". 
Wha t* 

‘le were asked for a figure comparable to the 41.99% of 
return shown as for the year ending vecember Slst, 193% 
Yes. 

But taking into account salvage values instead of amort- 
izing to 100%. I have not got that figure prepared yet, 
but I can shor you approximetely what the difference 
will be. It is very small. 

Is there any difficulty about the preparation of these 
figures, to begin with? 

No difficulty beyond the labour involved. 

Snd what is that labour’ Give the Commissioner some 
idea of what will be needed? 


It will be necessary to recalculate on an 8 year basis 
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the difference in amortization due to amortizing to 
100% that part of the cesh investment which is no 
longer represented by physical assets, and amortizing 
to 90% only thet part of the investment which is repre- 
sented by assets still in use. The result as I say is 
very small, but it entails a long calcwation. If I 
might give you an example. Referring to our exhibit 
NOLO". Tako Gxhibity A and 2x bit. of anor on 

the year 1937 on a 30 year basis. That is the bottom 


line. 

ER. =COMMISsSIOMaR LIPSiT?: Which exhibit, tir. Law? 
A Exhibit "110", uxhibit A and C, comparatively. 

Im NOLAN: The; Oy Oe ie eng: 20) 


year report, sir. athe witness is asking you to be 
good enough to look at Axhibits A and C of that. 

yy On sxhibit 4 in the year 1967, on the bottom line, 
the 30 yeer basis, we show a rate of return of 35.39% 
on the basis of amortizing the whole investment to 
100%. On Sxhibit G the comparable figure is 35.18% 
on the basis of leaving in a salvage value of 5%. 
The difference in the rate of return on the 30 year 
basis is e21% and similarly on the 5 years' basis, 
where the difference is largest, it is 1.88%. 
Therefore, it wil} follow that on the 8 year basis 
the difference will be somewhere between 1 and 2). 
The figure of 41.99%0 wiJl probably be just about 
40% I will have the exact calculation prepared if 
you consider it necessary. 
THE CHAIREAN: Is it brought down 
to a barrel of oil, Mr. Nolan? 


Lite HNO L4 Ws No. This was the ra te 
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of return that would be shown by these different 
bases of amortization. It,is the rate of return figure 
we are discussing is it Benes 

A That is right. 
MR. NOLAN: The question the witness 
puts is whether the Commission thinks it necessary 
for him to make the calculation, which, of course, 
can be done, realizing that it will of necessity be 
only a variation of less than 1.88% and will he in 


the proximity of 40% instead of 41.99%? 


A That is correct. 
Q That is approximately correct? 
A Yes. 
tat. COMAISSIONSR LIPSHTTs It is the percentage 


of return, but I suppose what we will ultimately 
have to get down to will be the rate per barrel of 
oil which will flow from the various percentages? 
RA SWOSALS Yes; that is so. 
Mt. COLMMISSIOMNLR LIPSETT: That is why I find 
some difficulty in following “xhibit NV20" which Ys on 4 
different basis from "116"? 

& Yes. That is so. To put "120" on @ comparable 
basis to "116" would involve the same calculstion. 
That is I could get both results once the job were 
done. But we were not, as a matter of fact, asked 
yesterday for the 8 yesr basis with amortization, 
but only to eae out our own presentation in which 
100% of the investment is amortized, That required 
very little labour. ‘‘e already had... 

Q ‘hat I had in mind, perhaps I did not make it eolear, 


but what I had in mind was that you carry out this 
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Exhibit "116" so as to give us the figures to 1946, 
on which Mr. Taylor was acting all through? 
That is what I have given you on "120". 
Except that you leave out the salvage, which I think 
Mr. Taylor I understood proposed should be 10% if it 
was not to exceed 15 years of life, and 5% if it was 
over 15 years. 
A On our present presentation we a:ortize our investment 
en Loy: So to carry that out this was done on the 
same basis that it was in respect of this one, ee 
I said a few minutes ago, I had made an approximate 
calculation showing the difference as .07 cents at 
10% and .02 cents at 20. The rato Of return allowing 
for salvage on these two figures would be larger, 
at 20%0 by .02 cents, making it 11.36 cents in place 
of 11.44 cents, and at 10% about .07 cents, making 
it 9 cents in place of 8.93 cents. Those are approxi- 
mite calculations which I do not think can be wrong 
by more than .0l1 cents. 
Now is it not the other way? 


Allowing for salvage we will get a larger return. 


Ry eae ee 


> 


No, just one moment. Perhaps 4+ have corrected these 
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the wrong way. 
Q If you look at "120" it would help* 


A It cuts both ways. 
?™. NOLAL: This is "120". Have 


you got it before you? 


ai 


Q 2 aOM bea OLR. LE PouteT: Just take the first 
one. You see the cents per barrel would be 8.93 


cents, but if you allowed for salvage would not there 
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be .07 cents to come off that, making it 8.86 cents? 

Let me look at that. If we make an alllowance for salvage 
any amortization charge would be less and the costs 
would be less. That is correct. So that would make it 
8.86 cents. As a matter of fact, that applies only in 
the 10%. I am not quite sure of that because I when 

I was making thesé calculations I found there are three 
influences bearing on this. The inecane tax adjustment 
is one. When you are getting 20% on your money you are 
paying more income tax than when you are paying 10% on 
your money. That was ore factor. And the difference in 
amortization was another. I think if you would allow me 
to, I would prefer to look at my work sheets on that. 

I do remember that the 11.34 became 11.36. Again, they 
are only very approximate calculations. 

MR. NOLAN: What may we da to assist, Mr. 
Commissioner Lipsett. Would you like us to make another 
calculation to bring Sxhibit "120" into line with Exhibit 
ELOee 


MR. COMMISSIONER LIPSBTT: What I had in mind, Mr. Nolan, 


was this, if Mr. Taylor does nat accept salvage, that no 


salvage should be allowed, then "J20" is correct, but 


7116" does not begr out his case. If, on the other hand, 


Mr. Taylor accepts the salvage basis of 10% on from 5 to 
15 years, and 5% afterwards, then Exhibit "116" carries 
along on his case, but Exhibit "120" does not. TI do not 
know which he accepts. I was trying to get his company's 
ease carried to its logical conelusion in cents per barrel. 
MR. NOLAN: oaxhibit "116" takes in salvage, 
does it nt, Mr. Maw? 


That is correct. 
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Q And Exhibit "120" does not? 

A That is corréct, 

Q ANG: OUP Teport...344 

A Boes not take in salvage. In our report We base our 


calculation on amortization of the entire cash invested. 


THE CHAIRMAN: What I would liké to khow is, 


making the very best of your own evidence that you can, 


and given by whomsoever it was given, will you teil us 


what the case which you present resolves itself into in 
cents per barrel as a proper return, a proper rate? 
11.54 cents per barrel, subject to the consideration 
which cannot be reflected from the books alone, that is, 
an increase of expenses in the future. But on the basis 
of the figures taken from the books, on our own period 
of Gight years from January lst, 1959, and allowing 


nothing for amortization and to give us a 20% return on 


our money, 11.54 cents per barrel. 


allowing nothing for amortization, what do you mean by 
that. At the end of your term you were going to be paid 
Ott 

WR. NOLAN: Nothing for salvage, you mean? 
Yes, mthing for salvage I meant, I beg pardon? 

THE CHAIRMAN: But fully amortizing it? 
Fully amortizing it. 

And allowing you 20% besides for profit? 

20% profit on the investment which we now have. 

And over and above the moneys necessary to amortize? 


That is so. 


When you have got all that back you get 11.54 sents per 


parrel? 
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‘In this year of 1938 where the operation igs so good. 


MR. FRAWLEY: Plus the value of the salvage? 


Plus the value of the salvage, if any. 


oO PF OO PF 


MR. COMMISSIONER LIPSETT: Ana plus the whole company, 
if it is still carrying On, plus the whole capital assets? 
A it is on the basis of the assets being no good after 
December Slst, 1946. 
Q On the basis that it ends and everything is closed dom 
in December, 19467 

A faat 1s right. 

MR. NOLAN: What I am not very clear ahout ia, 
is there any other calcqulation we may make which would 

be of assistance and informative? 

MR. COMMI SSITUNER LIPSETT : What I had in mind and what the 
Chairman just mentioned is, we would like the case as 
presented for the Reyalite to be finally given to us in 

& rate per barrell. Mr. Taylor was to give us his con- 
sidered opinion about the rate of return, having regard ~ 
to the hazards and the present position of the company. 

Mr. Maw is still on the 20%, which may or may not be the 
figure that Mr. Taylor hinself gaye us as his considered 
figure, but whatever it is they may also have some views 
as to whether or not there should be any salvage allowed 
in 1946. But whatever the final view is that thoy are 
putting to us now, translate that figure into cents per 
parrel so as to get an exact rate which would flow from 
the case they have presented. 

MR. NOLAN: Which would be only a. rate which 
would flow from the case we have presented on the figures 
up to the present time. 

MR. COMMISSIONER LIPSETT: Up to the present time, or to 


the end of December, Slst, 1958? 


zs ot 
ae ‘ = . sieed, 
Becwa i“ 
: hee : 
my 
Pe Ci 
te 
. 
: Ete : 
om : : 
x Saas wel : 
: i - 
< 
: ww 
> 
mi “ 
: ts | 
t on 
s =) 
7 . 35) 
Pa 
. 
AN 
mi 
aS 
tf 
= = e 
: i es 
- ~~ she-, 
’ 
~ oe ; 
E i Se, - 
fy x: : 
pp SAS nat ; 
ae z 
te a 
ae 
- oo . ; 
° = 
. 2 e | 
~ : a ae 2 
: ; | 
*y + t 
. on ye 
~ ae ‘oF 
eS 3 Sot ta 
z é | 
. ne . 
— ie 
Ve ’ ~ 
. } oe 
= ~ 
ps2 - Ae 
eee. 
* BS. oe. 


” 


Arthur Maw. ~3l111i- 


& 


&> 


r 2 ® © & 


MR. COMMISSICNER LIPSET?: It may be just what I asked TOs | 
MR. WOLAN: L would Tike toa fandom what 


difference it makes whether you put salvage in or leave 


ay OU e 


THs CHAIRMAN: Theoretically, there should not 


be any difference, If you leave it out you DEAE in 
Something to get the co-efficient of it. 

MR. NOLAN: Why is there a differmce there? 
You see what I am getting at? 

I would say offhand that the difference is that you get 
WOU s sais & | 

THE CHATRMAN: What has become of the under- 
taking, if it should be some good at the end df 1946 


and you have «ll your money out? 


That is a calculation we did mt make. 

Should it mt be taken into consideration? 

MR. NOLAN: Should we use salvage or should 
we not? 

There is a difference. 

First, should Wess it or should we not? 

For the ourpeses of this calculation, no; 

What calculation? 

The calculation we put on in Exhibit "100". 


Why not? 


Because we explain it is only a calculation. 


I know, but everything 1s 4 calculation? 
On page 4. 


Yes? 


"This calculation does not presume to measure the life of 
the fiela but is merely a calculation over what we consider 


a reasonable period of years; therefore, has no winding-up 
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is contemplated salvage value has not been considered." 
THs CHAT MAN: The reasonable period of years 
in which to get your money back as put by Mr. TAYLOLs 
MR. WOLAiN: Yes. 
Then why don't we have any provision for salvage at the 
end of that time? The thing is there. It has not 
evaporated? 
It is a calculation which does not contemplate winding+up. 
You are going to be 100% amortized then? 
Yes. 

Then who owns the pipeline, are you giving that back to 

the province? 

No. 

MR. NOLAN: Is the Provinces /eivine ate back 
Go ws? 

I find what it is worth is the property of the company, 
for whit it is worth. 

TH. CHalRMAN: For what it is worth? 

If the field were dead and you had to put a gang of men 
to work to take up that pipeline...... 

Why do you care about the field, dead or alive? You 
have not taken that into account at all. Your principal 
does. 

But on the question of salvage it very often happens that 
the salvage is not worth salvagir. It costs more to 
salvage it then it is worth. 

But in 1946 your Mr. Taylor says "I do not consider the 
life of the field at all. That is the period of time 
which I, as & business man, M“y is reasonable within 
Which to get back eli my money." 
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But if you get back all your money and there is a pipeline 
Gown there in 1946 that is good for another twenty years, 
gmd@d useful for that time, what then? Would you nead 
that as though it was then done, at least in this calcula- 
‘tion? 
It would stand me mthing. I would have it without my 
cost to myself. 
MR. NOLAN: ) Does Mr. Morrison amortize to 
100%? 
ZT think not. 
Because of the salvage figure? 
Because of the salvage figure. 
Wheat I want to Know is, what is the difference between 


amortizing 90% withl0% salvage, and cnortizing 100%, 
j 


if there is any? 


I think the difference is that in amortizing 90% you get 
your remaining salvage, not as’ a Tats of repurn as you 

go along but ina lump sum at the finish. ‘Whereas if you 
amortize ta 100% you get. it year by year. 

THR CHALREAN:: : Is there not another difference, 
Mr. Maw, Mr. Morrison's Salvage basis is predicated upon 


a theory of the determination of the life of the field 


and the 10% salvage is successively in that line. He 


has taken different lives and figured it and given a 
different ee of salvage for different periods of time. 
You. ao not sare for ‘the life of the fisid av ail in this 
caleulation? 

In this calculation, no. 


Nace t ell 


No, 


4nd you end up with a line complete? 


MA. TOLAN 3. Didn't. you make a calculation on 
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these various lives of the field? 

Yes. 

Without or with salvage? 

Our Exhibit "116" allows for salvage. That is where we de 
presume to measure the life of the field. 

THE CHAIRMAN: But you made that ealculation 
to be comparable with Mr. Morrison's, at the request of 
the Commission? 

That is correct. 

and you are merely doing graciously some work for us? 

It does not change your position. But regardless of the 
life of the field, in 1946 you would have all your money 
back, plus whatever profit may be right, and the whole 


line, for what it may then be worth, for nothing? 


That is true. 


MR. NOLAN: Well, now. 
MR. COMMISSIONER LIPSETT: In fact, on your rate of interest 
you get your money back 100% in eight years, amortization? 


In eight years? 


Yes, till 1946, from now? 
No. it would be 21 years from the first beginning. 


3 


But within the next eight years? 

Yes? 

Apart from anything that you have gotten in the past, you 
get your whole capital back 100% by 1946? 

The money which I have invested in the past will be 


returned to me by 1946. 


And on top of that on the basis of 20% per mnum you will 


have 160% - eight years at 20% - 160% on th:t money? 


Yes. 


And on top of all that in 1946 you will have the line back 


in full together with every addition that you make to it 
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in these next eight years? 
MRe NOLAN: No. 

A May I refer baek again bo comet hin es ae 

@ MR, COMMISSIONER LIPSETT? Could you just take it, if those 
are the facts, first of all, your whole capital back 100% ? 

A I have toeday invested a canital on this basis of 
pl,148,578.79. That is my net capital after taking off 
the reserve which I had provided out of these past years. 
Now, to get that back by 1946. 

Q Yes, 1946, you are getting 160% on that in addition to the 
$1, 100,000,007 

A If I earn it I am getting 20% each year, which I may 
disburse in dividends, providing it is earned. 

Q Andwe are to fix a rate that will earn it for you, is 
not that what we are asked to do if we accpet your 
ovidence we must fix such a rate as will give yax 160% 


of this toeday's capital by December, 19467 


A Would you also guarantee earnings in fixing the rate? 
Q We must make our best endeavour to fix a rate, if we 
accept your evidence, that will give you that 160% back 
by December, 1946. 
MR. NOLAT: Do we get the 160% in our 
pockets? 
MR, COMMIS3I UNER LIFSEIT: Yes. 
A We should get the 20% per annum in our pockets. 
g MR. NOLAN: hand what do we do with it? 


A We ean do what we like. Probably we will have to soak it 


back ine 


THE CHAIRMAN: And in addition whatever the line 


is worth at the end of 1946. 
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If it is worth anything it is ours. 

MR. COMMISSIONER LIPSETT: In this rate too, Mr. Maw, 

we provide in income for repairs and renewals, which, 
according to Mr. Hill's evidance, to us, practically 

kept the line as good as it was during the last thirteen 
years and presumably will keep it as good for the next 
eight. 

That is true. It will still be good when it is no more 
iy Use. 

Still be good as, practically, it is to-day, when we come 
to the end of 1946, as far as the pipeline is concerned? 
That is too technical for me. That is more of an engineer's 
job. Theoretically, we will keep it in sufficiently good 
shape that it can operate successfully. 

iver, af the life of the field geocs on Wor anotrer’ ten or 


twenty years after that what should happen? 


Then December 3lst, 1946, was presumably not the right date 
on which to base this calculation. 

And would you say to the Province or to anybody, "Well, 

you have given us @ rate which has given us all our 
pipeline back and all this interest back in 1946, well, 
here is your pipeline back mw, and Good Luck to you." 

I think if the field were completely at an end, and no 

more oil could come over it, we would not be interested 

in the disposition of the nipeline. 

But supzosing the field was going on as it is, or double, 
what would your position then be. Perhaps, that is scarcely 
a question I should put to you, Mr. Maw? 

I think the answer is self-evident. 

TH: CHAIRMAN: We own the line? 


We would own the line. 
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MR. NOLAN: I am still not quite clear 
about what we might do to assist. I may be stupid about 
this but if you would not mind putting it to me again, 
Mr. Commissioner Lipsett, so I can get it on the record, 
If there is a statement - or have you done that? It is 
on the record? 

MR. COMMISSIONER LIPSET?: I think it is, Mr. Nolan. 
What I think was in my mind, and in the minds of both of 


us, was, that we would like the evidence, whatever your 


final evidence is, as to salvage rates and everythim else, 


but a rate of return, we would like that translated into 
a figure at a rate per barrel. 

MR. NOLAN: With or without salvage? 

MR. COMMISSICNER LIPSETT: according to what you say. 
TH. Crisl Rian: Have you given any further 
thought to that Loop question we were at at noon? 


MR. NOLA.: About the Loop, Mr. Maw? 


weevil aid. 


Now, to go back a moment..... 
THE CHAIRMAN: Indeed, you have well nigh 
Perched me you cannot have that $386,000.00. Now, you 
might tell me what you think about us giving you back 

@ pit. of Loop? 

I decided I would, taking everything into consideration , 
be of the same opinion with regard to the hypothetical 
question you put to me, as I am of the 6-inch Loop. 

That the capital value of the cash invested in the asset 
purchased, if it were prudently and wisely spent, should 
be taken into account in arriving at the capital value on 


oh 
which to base the rate of return. 


Why, if it is not there. diy, from the standpoint of the 


person wh is paying the money for a service, why should 
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he pay for service over a line that is non-existent? 
Beeause he is going to pay 2a rate which must return to 
the man who put up the eavital a fair return on his 


investment. 


He is paying for a service through a pipeline. He does 


not care whet you invested, this other fellow. He is 
paying for service through a pipeline. Should he be 
required to pay for service through a pipeline that has 
Deen pulled up: ‘1 can see the forces of you ‘saying 

"Well, I made an honest effort and I was »rudent in my 
investment and I should get it back." But I have difficulty, 
er oject) tO conviction, of course, . su. 

it you do mot give it. to me back FE will incur sucha 

large capital loss that you will have to take th:t into 
account in fixing. the rate whic tem io recer ve . 

So that it is really as broad as it is long. 

You say that a rate should be fixed as will take care of 
not only @ oroper return on the moneys invested in capital 
assets, Which you have, but also in capital assets which 
you have lost? 

That is so. 

MR. BRANLY: My friend could help me very much 
by having his witness point out the parts of Mr. Morrison's 
evidence to whieh he refers. Just to have then on the 
record. 

I think it is page 2680. 

Just that one page? 

That is all. 

That: is all you want us to refer to? 

That is right. 


ERA a4 ay ; 
It is on that you base your criticism of Mr. Morrison's 
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evidence? 

MR. NOLAN: And if there is any other 
evidence some other place where he mentions the same 
thing, it is there too. 


A That is the evidence I was referring to. There it is at 


page 2680. 
THE CHAT RAMAN ; What about Mr. Taylor, Mr. Nolan? 
MR. NOLAN? Pm Wonder. my (Lord. You did 


suggest this morning that we might sit a few minutes l:ter 
this evening. There are two things Mr. Taylor would like 
to mention to the Gommission. Cne is this question of 
the rate of return and the other is a calmulation which he 
has made in the increase in the costs of drilling wells 
from year to year. It would not take very many minutes. 
I do not think the cross-examination would take very long. 
WR. FRAWLEY : I cannot give you any assurance 


about that. I do not know what he is going to say. 


THER CHAT Riis: Is Mr. Taylor going away to-night? 
MR. NOLaN: That was our intention,sir, 


and our hope. 
(after further discussion it was agreed to adjourn until 


10:00 A. M. January 28th, 1939.) 
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e8th January, 1929. 
10:00 A.li. Session. 


J sisi jiTl TAYLOK, having been 

recalled, examined by ur. eee said: 

Q THE ChHaliuial: Are you anxious to get away to- 
day, iur. Taylor? 

A If possible. 

fee es. NOLAN: There remains, iire Chairman, one 
or two matters for discussion by ir. Taylor before the Com- 
mission. You have made an additional calculation, kr. 
Taylor, in respect of the increased percentage, of well 
drilling costs one year over the other? 

4 Yes I have. 
Mike NOLAN: Perhaps I should explain, sir, 
that Exhibit "lle" which is headed "iiovement. in Adminis- 
trative and Indirect Costs and in Payrolls Chargeable to 
Capital ixpenditures", Exhibit "112". 
THE CHATIUsAN: Yes. 
uke NOLAN: Ef you have that before you, sir, 
you will fflind that the change which is made in the new 
Exhibit which we are tendering is only by the addition . of 


one line. 
THE CHA TkcAN: Tt is Exhibit tie wh one ane 


added? 


Lg. NOLAN: Yes, and if 1 might tender now this 


new Lxhibit. 
(STATEUENT PRODUCED BY 
THs JITNSSS HERE i.ARKED 
AS EXHIBIT "121"). 


THE CHALTRWAN: This is the samo as\Exhipit "112", 


iir. Nolan, with one line added? 


MR. NOLAN: ‘Yes, sir, and that line is the last 


line and the line itself is entitled "Drilling Payroll", being 


gHeed opines: 
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the last line on the page and that is the only addition, 
Mr. Taylon? 

A Yes, that is the only addition and the addition of the 
percentages. 

Q I mean that last line? 

A That is the only addition to "112". 

Q Now what is the purpose i drawing the Commissions’ attene 
tion to this drilling payroll item? 

A When I was being eross-exagined by iir. Frawley day before 
yesterday he talked of the increase in the indirect costs 
and he pointed out that they had travelled between 1936 
and 1938, and he gave me the impression that he was laying 
that all at the door of the additional drilling of wells, 
more activities in drilling wells. I already had prepared 
the study IE have made as to whether or not the capital ex~ 
penditures fluctuate thse indirest ccsts and in order to, 
and in my previous Exhibits, the drilling payroll was in- 
cluded with the other sapital expenditures and I thought in 
order to bring out more clearly the manner in which the 
drilling payrolls as compared with how the indirect expenses 
fluctuated, I should prepare this new statement showing the 
position in connestion with the drilling operations by them- 
Selves. 
THE CHAIRMAN: Primariiy to show the fluctuations? 
Primarily to show the fluctuations in the drilling matched 
against the fluctuations in the edministrative and indirect 
ecsats or the overhead costs. so that if we take the contro- 
versey bebween our basis 02 spreacing overhead and the basis 
adopted by Mr.» Morrison, the main controversy seems to te 
in connection with drilling wells, which is the 90:2: which 
Mr. Frawley followed through with me in cross-examinat ion. 


Now if I could ask you to look alcng the column with the two 
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little red crosses added, ‘ust about the middle of the page. 
THE CHA TRuAd: Yes. 

Q ik. NOLAN: That is "Administrative--=- 

A “Administrative and General Lxpeases and Utility Expenses 
and Service Units", that is exclusive of certain service 
units which, those are not included but those are the only 
items. 

Q MAJOR LIPSETT: when you say "those", what 4o you 
mean? 

A The service units, The service units which start off you 
might say run through any business. in that the} expend 
their payroll, take in their materials and then charge out 
to the job, whether it is capital or operating as the case 
may be, those are not insluded and those figures totalling 
$81,917.86 in 1934 are the only items in the indirect costs 
which represent the total expenses for the year and in the 
first column at the top of the page we have the adminiatrative 
and general expenses, taking tho year 1934, the total of ad- 
ministrative md general experses is 980,056.77; that is the 
first figure which appears cn the left-hand side, that is the 
total, and then we have the utility end service units, boiler 
plant expenses, 25 odd thousand joliars; the electric light 
plant expenses of 21 thousard; the Turner Valley office ex- 
penses, 11 thousani; engineerin £4500.00; lavoratory 9 
thousand; general tools room expense oO thousand; fuel gas 
line 28 hundred; camp sanitatio: expe1se $725.00; fire 
equipment expenses 18 hundred, and there is nothing in that 


nS ae aoe Oo Wye Races f \r4 
year under general plant expences; Mauing a total of 


$81,917.86, which added to the aiministrati 5. expenses above 
? 
gives a figure of 161,974.63 ani that is the “c.ol of the 


administrative expenses and these utility expenses for the 


year 1934, it is 161. , 974.65» 
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Now I think, similar items are listed in the follow ng 
years and give a total of $179,696.26, as showing an in-+ 
crease of 10.94%. 

In 1935, over 1924, new you have that percentage of 10.94 
before you, sir, and if you just drop your eye dow to the 
last column and we see that the drilling payroll inoreased 
by 546%. 

Q MR. NOLAN: Not to the last column, to the last 
Line? 

A To the last line. You see the drilling payroll increased by 
546% which means that in lire Morrison's distribution for 
every ¢100 that was taken away and distributed to well drill- 
ing in 1944 there was %646 in 1935; for every $100 capitalized 
to wells drilling in 1934 there was $646, that is to say, we 
had $100 in 1934 and 9646 in 1935, although those expenses, 
the actual expenses which has got to be distributed on this 
labour basis, only went up by 10.94%, ~- Now that is the 
basis on which I say that if you distribute the capital dollar 
per dollar on a labour basis your costs which will be going on 
in any case and would be chargeable against operations, they 
become immediately distorted. There is8 a certain minimum one 
must spend to keep tne operations going and my submission is, 
and I feel very strongly, that this idea of, this basis of 
distributing dollar. for dollar on the basis of capital payrolls 
and operating payrolls gives a situation which disturbs a 
proper showing of your operation costs. 

If you look along the line, 1 would like to consider now 
the followi ne years. 

The year 1936, we have the same sort of expenses in 1936, 
administrative and general expenses, 67,430.00 and our 


utility expenses are %116,053.47, making a total of $183,483.47 
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an increase of 2.11 over the previous year. Now going, 
Just dropping your eye to the bottom line in that oolumn we 
see that the wells drilling increased 188%, which means that,~ 
and bearing in mind this is an accumulative feature, we Nomad 
546% and then in the next year we jump 188%, so that in this 
year again as compared with the year before for every $100 we 
take against wells drilling in 1935 we take $288 in 1936, about 
three tines, although the expenses which we are seeking to dis- 
tribute only went up 2.11%. 

Now if we follow that through, take the next year, 1937, we 
have a total of $224,598.27. Now in that 224 you will notice 
there is a little red cross against $35,178.85, which goes to 
a foot note at the bottom. Now that i8 a fluctuation which 
was abnormal. It had nothing to do with these continuing 
expenses year by year so I have tagged that and when IE speak 
of the increase in the percentage of administrative and the 
utility expenses, I talk of them having gone up 3.24%, they 
have actually gone up 24.41, but 19.17% is represented by 
that, one might say, that artificial fluctyetion. Now again, 
we have wells drilling up 88% from the year before so for 
every #100 we take against wells drilling in 1956 we take 
$288, yes, we take 9288 in 1957 that is to say we have 100 in 
the one year and the next year we have, the next year we have 
288, that is an incre®se of 188% 80 that we have got three 
times as much as we had in the year before. 

Q@ MAJOR LIPSETT: I thovght you said this 546% came in, 
was there 100 first in 1934? 
There was 100 in 1934. 


And then 546 in 1945? 


> ff & 


That is right. 
Then ig there 188 on top of that 546? 
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A 188 related to the 546, we go to 546 and 546 then becomes 
100% you see. jie relate each year one to the other, not 
back to the beginning. 

Oh, not back to the beginning? 

Not back to the beginning, but the effect of it is that 

it does work back to the beginning and if you take 1934, 

the total ad#illing S&¥roll of 93,980.45, to the total drill-~ 
ing payroll in 1936, and that ic put on a yearly basis, 
$194,051.62, from $3,980.45 to $194,051.62, and the per- 
centage as IL have been showing you in that period, took 
away from the operating costs and distributed to wells 
drilling capital, the relationship that $3,980.45 is to 
$194,051.62, and we have the expense which we are seeking 

40 distritute going up 10.94%, 2.11%, 2.34%, 17.55% and 
that is the principle thing why I say it is improper to 

take dollar for doJlar value on your payroll and distribute 
it to your capital additions because in the degree in which 
you are making capital additions, if you distribute them in 
that way, in that degree, you take away from your operating 
costs and to my mind you create a position within your opera- 


ing apsts which is not representative of the pr oper operat- 


ing costs. 


(do to number 3126) 
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J. . Taylor. 


re e- Ola ies Low there was another 


& 


point that was left for discussion with the Gommiss ‘on. 
That was in respect of your estimate of 20,0 return. 

A Yes sir. In that connection, Mr. Chairman..... 
Tres CHA TREAT: I seem to z7ecall 23, 
arising in connection with Mr. Taylor's evidence. 
Is that what you have previously had? 

A 25,2. ‘That might have been the average probably 
CIV ss ee « 


MR. NOLAN: If you will look at 


9 


BxHibit Aor uxhibit "LOO", Sirs Whey te the figure 
you have in mind, Sir. That is the everase over 
these 7 years and 9 months. 
THs ClATRLAN: Yes, that is the average 
return they had enjoyed up to September 30th. 19387 
f The average over the 7 years and 9 months. 
2 Yas, Irom vecember cist, Tot. I just remembered 
thet. All right. 
MR. NOLAN: Then, ir. Taylor, there 


i) 
Cota! 


is left for discussion with the Commission vour 
report figure of 20, return on the investment? 

A The suggestion that I should reconsider this 20% 
return which I gave as my opinion as being a fair 
and proper return on the investment in this pipe 
line. In the course of Lr. miwEaute cress- 
examination he suggested that some of these hes: v4 
that I enumerated in my testimony might be taken 
care of in fixing this rate. He mentioned all 
three of the hazards that the vComnission might 
adjust, the hazard of their being no oil to 


come through the pipe line; the hazard of the gocd 
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‘i. Taylor. 


or bad crop; and the possibilities of the hazard of 
competitive pipe lines. He suggested that I mig ht 
Come with him some way to meet that. I am entirely 
in the Wark as to what the Gommission might do in 
valuing these risks, and I cannot break up my 20% 
mathematically between one risk and the other, and 
the onhy thing it seem& to me that I can do is to 
leave it at its 20%, and that is my submission. 

Like NOLAN: That was all i had to 
ask lir. Teylor. 

There wes another point I would like to clear up, 
lire Nolan. Mr. GCommissionsr Lipsett suggested tmt 
it might be considered that some of the hazrd was 
gone in connection with the investment in the Fixed 
Assets, particularly the investments in the years 
1936, 1937 and 1938, which had been gotten back and 
that since these were gotten out of the profits 
that the hazard might be considered as gone. [ 
think at the time I replied that I considered that 
taking the hazard - that that would have the effect 
of taking into mind past profits which is something 
which I do not think should be done. I mean whatever 
way you take it in, whether ih measuring the hazard 
or whatever way you do, I thik that would not be 
the proper thing in my opinion. 

THs CHAIR AN: You say it should not 
be treated any differently than if they had taken 
their own money and distributed it amongst their 
shareholders? 

That if my submission. 


I think we understend tint. 
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A | There is a point that I know the Chairman is seeking 


for. I think he just started in on it with LID s wav 
when he went ff the stand, and that wes whet was 
going to happen in 1946 when our period ran out, 
Before we commence on that feature of it, I have to 
agrees with Mr. iiaw that if the operation aut off 
tonight we would heve the 410, 489.06 in the bank and 
wea would have whatever we could get out of the Fixed 
Assets. 

Q I do not get any support for ny views at all about 
giving you credit for that ,386,000.00. 

A Noe The ,3386,000.00, vhat we have done with thet 
w086,000.00, that amount would have been applied 
against our .1,465,000,00 and our assets, it would 
be sitting there reducing that on our books, and 

we would have instead of 4,1,465,0U0.00, wie would have 
ely 00, 000. 00s 

Q The velue of your asset would not ho oe greet of Gours>. 
You have converted it into cash as being a depreciated 
asset? 


Yes. You have taken 200,000.00 off your 6b «% value. 


i 


Q Yes, I think that is clear, 


Now to follow up the other feature of it, and carrying 


t> 


the position up to 1946, and there is still oil coming 
assuming you take a rate of return of 20% and 1946 as 
the expiry date - then 1946 comes along and there is 


still oil coming through the line in 1946. 


Yes? 


BD) 


A Then st that point a new rate base has got to be con- 
sidered. Now at 1946 we will have gotten back all our 


capital, all our investment, 100%. Now the question is 
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J. W. Taylor. Seige 


are we going to get any more ‘amortization. ‘je are now 

considering the situation in 1946. Now there is a 

difference, quite a difference of view as t} whether 

you should get any more amortization. I think Dr. 

Boatright in his evidence visualized the case some- 

thing like this, of coming back the second time, and 

reading from page 2400 of br. Boatright's evidence. 

24007 

2400. And this was assuming that the Compeny in 

past years had had a rate which = regulted by a 

Peg Ate ah ae That was the situation ne visualized 

when this question was put. Mr. Frawley quest iormd 

Dr. Boatright and he said:% 

"Q. If that had been the case, and everything else 
being the same, you would say now to Mri Mor- 
rison and tnd Commission that they should make 
no allowance whatever for amortisation. But 
you say the circumstance simply was that they 
did not go and nobody took them to the Board 
at that time and they made a charge as they saw 
“it and which we now know and you see was one 
that made big profits for tham..... 

Todi CHAIRIAW: There is no magic in the 
Board doing it. That is only on the supposition 
thet the Board in fixing the rate would be 
amortizing, would be giving them back the capital 
invested over a period of time fixed by that 
Board and when that time had expired, from then 
on it would bz RBhei woule be & Poir echirge.for tho 
sa pune thetates the Board might arrange that the 
capital be returned. 


A Yes." 
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THs CHATRIGW: Did Dr. Boatright say 
anything to that? 
A Yes. Thot is his reply “Yea 


meet Ee Oe as I merely meant that the 
Board would then have to approve of an amount 
for amortization? 


A Yes. That is, in effect, all it would mean." 


Now I think there have been cases - there is a case 
where we show no more amortization but there have been 
cases where... 

THE CHA IRMA w: Unless i:r. Frawley las 
fixed it up With that last question? 

A I would like to reac from Page 2639 of Mr. Morrison's 
evidence. Iam just trying to find out how far w& ck 
one hes to go to get the sequence of this. [ think 
ifwe go back to the question, lir. frawley vias 


examining Mr. lorrison then and the question is:- 


"a. They were a Company with very strong scompulsory 
powers to run a pipe line any ppece that was 
necessary whtther anybody obJj<cted or not. 

A Yes. Insofar as accounting is concerned, I 


may sey that this is the usual method 


adopted." 


Q Me. COMISSIONSR LIPSETT: . That is referring to 
this Gompany, to the Royalite or to another company? 

A This is another company. This is a quotation bringing 
in this question of whether there should be any more 


amortization after the Company has got 100%, being 
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regulated by a rate base on both sides. iir. Morrison 

replied "Yes. Insofar as accounting is concerned, I 

may say thet this is thu usual tiethod adopted." 

Dos. 2 See (thet bookwaewe ee 

Now I think this Quotation or wr. .orrison's infor- 

mation is out of that book that was put in as evidence. 

I have not had time to lonk it up, qnd the answer is 

"That is the only one I am personally familiar with 

and that is the Calgery ues Company, it is the sane 

method that was adopted. 

"".I stil: have this fect present to some extent in 
my mind and I t:ould like to see it Gleered up in 
some wey. If we first of all give them this 10; 
or they took that say’? 


A Yes. 


£) 


And that we be asked, or whoever be interested in 
it, say it was reasonable that they should get 
some of their money back in ten years, I :iean when 
this comes up, if we go away from that basis we 
ave giving them that money twice over. 

A I can quite appreciate that viewpoint. I think 

it is a very real difficulty. By the vay that is 
mentioned in several of the text books in con- 
nection with rate cases that that is the big 
problem which a cCommission has to face, that 

fact that the Company has apparently got back 

by way of depreciation 50 or 60 per cent of 

its capital and then successfully argues before 
the Commission it should then get back a further 
90%." 


So one is left rether in a quandary as to whether thoure 


ry, j 
fe 7 ae 
oe f ‘ 


shies jobs ing ae 
ane ; isi) : i Ap 
HOOSIER i OR SBA 


” 


abate i ie a Aes Pe 


aia s a 


: 
Res i te 


f : n i iol eae 
ee Sewia eat, boy 
0. 


We | Pes it Perv sian 
be ' id _ i 5 Lee Hie t 
:* 


a) nan Aig es 
cat ra ea) Coed, ryt sri atin 


Beieruh one ris ai 


J. 


“ie Taylor. 


-3152- 


Should be no amortization ina rate base when you ve 
already got a base which has depreciated from 90% 

or 100%, or any per cent. Apparently the situation 
ts that one ean go back and not have all of the 

50 or 60 per cent held against them. 

You have mever poirsonelly had to do with that? 

No, I have never personally had to do with & utility 
like that. 

In the ordinary routine of a comuercial corporation, 
that has not to do with regulatory bodies, you only 
depreciate ome, I-stppose’ 

Only depreciate the once, ves. That is So. That - 
deals with the question of whether you are going to 
get amortization in 1946. Now we go then to the 

rate of return, and I would say if we come to 1946 
and there was still oil coming through that line, anéd 
good prospects of it continuing to come, if you had 
given 20;5 in your rate base now and that was the 
position in 1946, you would have given them an 
excessive rate now,. and I would say in that case 
that you WOuld be entitled to teke into consideretion 
past profits, always remembering that we are dealing 
with the ease which is regulated by the sctting of 

a rate base and a consideration of the return and 

thc period over which the amortization is to teke 
place, at the beginning of our period, ana at the 
ende 

Onee you permit a regulatory bocy to stp in there, 
er it gives you a considered rate over » years? 


Yes. 


Go that you make profits that they might consider 
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excessive? 
A Yes. 
Q They would have the right to leaven it up by giving a 


lesser rate then than ordinarily they would on what 
they thought was the future life? 

& yes. That ig right. L think thatrrether Grimes 2. 
back, to my mind anyway, rather brings us to this 
conelusion and that I know is something you have been 
seeking, lr, Chairman, for a while...... 

Pi) Ls that consistent with.<-. why in such a case should 
you look at past profits even where a regulatory 
Board has ill-advisedly made a rate that permits of 
the Company earning more profits than they thought 
they would, why should you take them away from them 
on your theory? 

A -@1ll I think in that case we would have regulation 
and that the rezulation would taku cognizance of pasi 
performance so as to leaven up the whole, soas to 
avera,e things upe In the case of the Royalite 
Company, up to the present, they were allowed to go on 
their own sweet will, go there own way and did make 
handsome profits, there is no doubt about that. 

Q One thing more, you were going to, or Mr. law was 

going to run your final calculation Coat inte page, 

Mr. Taylor? 

That has been done, Mr. Chairman. We subiiitted.... 

I did not knov I had that. “het Sxhibit is that? 

It is a little single sheet. 


- FOLAN: Has it gone in? 
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Yes. Maw put it in yesterday. 
TH CHAIRMAN: You wers to run it down ° 
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Su many cents a barrel but I did not think that hd 
been done? 

That is in as Exhibit "120". There was some @iscussion 
as to whether the salvage value should be taken in in 
this calcula tion. There is no salvage value taken 
cognizance of there, But it ‘ls exactly in line with 
Our presentation of just merely getting our capital back 
100%, so it is now inthe same position as our report. 
Ma. HOLAI: But we are going to 
prepare a statement of per barrel cents with salvage 
and that is heing done. 

TH CHAIRMAN: That is being done and 
lar, Maw will put that in? 

Mae NORA: Yess It will be ready 
we hops, on Mondsy so it Will go in thon 

TH! CHATRMANS Bll right, thank you. 
That is ell iL had. 

io COM ITSsloMmine Errss iT: Just a moment before 

you go, Mr. Taylor, in referring porte eros pag 

"721", to get it a little clearer, have you considered 
this in the light of the figures, or at least in the 
light of the early part of your report where you say 
that the Company vas primarily a producing and refinins 
Company, and that the pipe line was only incidental 

to it. I just want to put this alternative case to 
you and get your views on it. Supposing that this 
Company was drilling wells anda running their refinine 
and absorption plants and there was no pipe line, 

and they had to get all their oil by railway, have 

you considered which of those utilities and adminis- 


trative expenses could be dispensed vith at all 
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under those circumstences? 


No, I would nc be able to judge us to that, Major 


Lipsett. It would be a very involved ongineering 
problem, I should think, as to which they could get 
along without end which they would require. 

You could not give any opinion on that? 

Hoceir, 1 could not doiene we 

It might be a scatter of consideranle importance in 
considering it’? 

It might be, but I should think that it would require 
very extensive study by engineering people as to just 
what the position would be, as to hov many they would 
need and how any they would not need. 

Et might Dur On the view that it recuired much 
greater skill, both in administration and in the 

Stair generally in the utilities, to drill holes 
and to refine crude oil than it does merely to supervise 
its passage through a pipe line. I Would like your 
views on that? 

That may be so, yese As to the degree in which that 
vould change the picture I would not went to guess. 

It would be a complicated engineering question. 

I was rather struck with the words in your report that 
the pipe line was merely incidental to the main 
operation. | 

That is written of the pips line really in its earlier 
stages, that it was tneddenta’s It is not incidental 
now. I would not.say that the pipe line is incidental 


now. It has deveLoped into a very important part of 


the operations. 
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wine RAWLOY: bir. Taylor, I am wondering if I 
understand what your evidence now is with regard tc the 

rate of return, do you agree with me that the business of 
the Commission, however difficult it aay be, is to en- 
deavour to establish the rate which will guarantee a 

certain rate of return to the company? 

Guarantee? 

To establish a rate per barrel? 

Yes. 

To establish a rate per barrel which will guarantee a 
certain rate of return to the company? 

I do not know about the word "guarantee", lire. Frawley, it 
will be the best judgment as to what is proper. 

THE CoA Tusad:; which 1s expected to provide the 
rate of return. 

bRe FRAWLEY: The chairuan has stated it admirably, 
which is expected then to provide a rate of return to the 
company of 20, 10 or whatever the rate is? 

Yes, in theiz best judgment. 

Now how diffisult that task is, that is what they will 
finally arrive at. they will arrive at some, I suggest to 
you at least, that they will arrive at some life of the 
field, that is the assumption I am taking, in view of your 
evidence you say that is not necessary for your purpose? 

I do not know whether the Cousission will arrive at the life 
of the field or how they will arrive at their final findings. 
Put it this way, if they do arrive at the life of the field, 
now this may be repevzition, but © thought you were coming back 
with some scaling down, to use your own expression yesterday, 
and I hope you will excuse me and that the Commission will 
excuse me, if I repeat myself, if the Commission does arrive 


at the life of the field, that then becomes the basic factor 
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‘in the determination of the rate, does it not? 
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The life of the field, yes, it would become one. 

Yes? 

One of the basic factors. 

Yes, and if that is so, then is the Commission not assum- 
ing that the hazard of oil not being there to go through 
the pipeline, is that not largely eliminated? / 

Well I presume they measure, the Gommission would measure 
the hazard and they do it automatically in measuring the 
mire or the field. 

Yes, and then you see that hazard has largely gone after 
the Commission has arrived in its best judgment at some 
figure for the life of the field? 

Yes, that hazard has gone. 

That is what you said the other cay? 

Yese 

And you do not want depart from that. L: prespme?. 

No. 

Then even if we had nothing else alone but that one thing, 
does that not necessarily, in your opinion, avoid the 
necessity of obtaining the total 20%, your original figure? 
ehat would be soe As to what proportion of it, I did not 
put any proportion on any one particular reason. ) 

No, I do not want to press you any further on that, you say 
it is impossible mathematically for you to dey ale ay, 16 ox 


19 but it has to come down in your opinion something from the 
20%? 

Yes» 

Perhaps now that is all I have tc say apout that, in view 

of your remarks to the Chairman a moment ago about the 


qualified right to look at past profits, this qualified right 
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Which may exist, perhaps you will agree with this paragraph 
in Whitten's book on "Valuation of Public Service Corpor- 
ations", I will read a peragraph to you and tell me if you 
agree with what he says. "In general", at page 1878 of 
Whitten "Valuation of Public Service Corporations", deal- 
ing with the "rate of return", it is in the chapter on 
"rate of return". 
a In general, if a utility has had a profitable 
caxveer from the start, not having had to submit 
to early losses in the establishment of a profit~- 
able business, ov if having incurred such losses 
it has subsequently recouped them by a period of 
high earnings, the rate of return to be allowed 
in a rate case will be lower than if it had in- 
curred inevitable losses and had not yet Geen 
able to recoup them". 
That does seem to me to be just stating what you have 
stated? 
I would like to read it again. 
I will read the whole paraguaph. 
Phere is a question in there=-— 
a" In general, if a utility has had a profitable 
career from the start, not having had to submit 
to early losses in the establishment of a profit~- 
able business, or if having incurred such losses 
it has subssquently recouped them by a period of 
high earnings, the rate of return to be allowed in 
a vate gase will be lower than if it had incurred 
snevitable losses and had not yet been able tn 
recoup them". 


Then I will xead the rest of the paragraph. 
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The rate of return in the ease of unrecouped 


losses will be affected, however, by the present 

status and earning power and future prospects 

of the business. Regardless of its past history, 

the utility is not constitutionally entitled to 

a higher vate of return than it can reasonably 

expest to earn under conditions as they are and 

as they are like.y to be in the immediate future. 

It would be obviously futile and destructive of 

the regulatory power to hold, either in valuation 

or in rate of return, or in the combination of 

the two, that a utility is sntitled to more than 

its earnings at reasonable rates will support". 
Now the first part of the paragraph ig a plain statement 
there and that is what L want to draw to your attention, 
Go you agree with this writer whem there has been no 
losses, or if there hed bean earlier losses they have 
been recoupe’d by suosequent high earnings, that the rate 
of return will be lower than if they had incurred in- 


evitable losses and had not yet been able to recoup them. 


4 The rate of return wovld be lower. 
a) Yes? 
A Yes. I think that is exactly what I said to the Chairman. 
Q 80 that is the qualifying extent to which at least you 
say the Commiysion may go in looking at these past earnings? 
A Yeso 
Q WAZOR LIPSHETL: Does lux. Taylor agree to that, do 


you accept that- 


MR. FRAWLEY: He said he agreede 


A Yes, I accept that, 
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MRe FRAWLEY: There is some cross~examination 
now which hir. Morrison wants to ask. 

iRe MORRISON; Mir. Chairman, and Mr. Commissioner, 
I do not wish to appear to assume the role of cross 
examination, only for one purpose, sir, that there has been, 
to my mind, a reflection on both my professional ability 
and my integritiy in the evidence submitted yesterday by iir. 
Mawe 

VWRe NOLAN: wie Chairman, I am very sorry if 
that impression has been conveyed. What we were attempt ing 
to dO was criticize to the best of our avility the respect= 
ive methods which have been used: © it has been said all 
along that everyone is doing their best to distribute these 
Overhead costs and if Mr. Morrison feels there has been 

any reflection on his ability or his integrity I wish to 

say at once that there was no intention of doing either of 
those things, was -wever preocintiiarangtof our: ndndy end I 
am very sorry that he should feel that way. 

THE CHAIRMAN: ire Morrison, it is regretful that 
you should feel that any such attempt was made to cast a 
reflection upon you, but I think I speak for both of us 
when I say that we did not get the impression from the wit- 
ness that he intended any such reflection nor did we our- 
Selves come to the conclusion from any evidence given by 
him, that we might make up vur minds to that effect, so that 


I think that you are, as we are all perhaps in our pro~ 


a 


Pee lone, souctiies unduly alcrt, tut ‘£43 Mot Lhink they wir. 
iWaw's evidence at any time wont baone the realm of proper 
oriticism of the evidence of saasone who hada ditferent 

point of view. Now criticism is not only permissible and 
Should be made without offunes to anyone but it is exceedingly 
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desirable in order tt we may heve « freak axprossion from onc 
who has an opposite view, not only as to what hig view is, 
but as to what his opinion is as to a view expressed by 
gomeune who has opposite views. 

MR. MORRISON: I have a very sincere appreciation 
of an honest difference of opinion. 

THE CHATRIIAN: And a very proper criticisn. 

MR. iORRISON: And a proper oriticiam, very true, 
but what I have reference to in particular, sir, is the 
reference made on pages 308% and 3088 of the transcript 

and I shall read the question. 

"Q»- You say will have been allocated to capital ex- 
penditures, by whom? How? A. On the basis of making 
up the payroll. Q. Yes? A. Now iir. Morrison,has 
alloatted the whole 18%5 to operations, whereas 60% 
of the $42,000.00 on the basis of his payroll should 
have been allocated to capital expenditures, and 
following it out to its logical conelusion, would 
have been in actual practice capitalized, thereby 
increasing the investment and reducing the operat- 
ing cost. Now before I go any further with that, 

I would like to say this, tts have reviewed the 
evidence which ir. hiorrison gave in respect of the 
application of this percentage, and the impress ion 
that I got from his evidence was that he was quite 
aware of this feature, which I am describing to 
you, that 60% should theoretically go to capital. 
But although he was aware of that feature of it, 
in his opinion it was not necessary to carry it 

to its logical conclusion, that it had arrived at 


what he considered to be a fair basis, and it would be 
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Sai Pieht to forget the future logical carrying 

out of the system and applying it, apply the 

whole of the 18% to cr erations". 
THE CHATRMAN: He distinctly says there that 
you had arrived at what was in your opinion a fair basis? 
lwRe MORRISON; Without carrying it to its log- 
ical conclusion. 
THH CHATRw AN: To its logical conclusion. He 
says "without carrying it to its logisal conclusion" you 
arrived at the point where you thought it fair to proceed 
from theree Now we got no different view from that, and 


Z dado not think the witness intended it, Mr. horrison. 


like MORRISON: Well I certainly got the impression. 
THis CHA Tkwid N: Is that he thinks your calculation 
is erroneous because you didn't go far enough. 

Ro MORRISON: Very true. 

THE CHALRA.AN: You. reached the point where in your 


Opinion it was fair, I think was the exact word, at any 


i. U + 


rate where it was oroper to stop- Now he says logically 


you should not stop and that is his opinion. 

wiRe MORRISON: Because I did not carry it to its 
logical sonelusion. Now that is whas I want to dwell on. 
THE CHA LRAN: jell al’. professional men may be 
gonsiderod illogi2al by others without any attack being 


made on them. In fact lawyers tell each other that every 


daye 


WRe MORRISON; Quite true. I quite appreciate 


5 po t. 4 
thas so long as there was no sugeess1on that I stopped at 


thas point because I had arrives at a result which I thought 


was the vesult that wanted to arrive at. 


yy 


MR. NOLAN: Oh NO, 20.) Oy emphatically no. 
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THE CHA LRi.AN: You now have lur. Maw's assurance 
through tir. Nolan that he dia not mean anything of that 
nature. From time to ti.io Mr. Maw pointed out where he 
differed with you and he did so With respect #nd@ I would 
be sorry to think that anyone would feel too alert to 
resent criticism. 
MRe MCRRIGON: Oh no, I do not with to give 
that impression. 

TH CHATRGAN: Criticism is most helpful to us 
as you can readily understand. 
MR. i:ORRISON; v@ Can eliminate then from the 
point of view, the suggestion that I stopped at that point 


because I did not desire to follow it to its logical con- 


clusion. 
THE CHALRAAN: Oh, quite so. 
wR e MORRISON; Then I would like to discuss with 


iir. Taylor, because Mr. Taylor represents the firm of Price, 
~aterhouse and Company, with which iir. baw is employed. 
THe CHA TRind il: Yes. 
MRe MORRISON: I would like to point out first 
from ir. Taylor whether or not in the submissions he is 
making, whether it is his own personal ones or those of 
Price, Jaterhouse and Company. 

A ell you might say thas it is the firm's opinions through 
me, one of the partners. 

) The reason I require to ask that, Mr. Taylor, is that you 
went to pains in your evidence when you submitted your report 
to point out that, although the report was signed by Price, 


Waterhouse and Company, it waa your own opinion? 


A Yes. 


Q And I wondered if there was any distinction? 
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No, there wag no distinction, I did not consult my other 
partners for instance as to those cpjnions. I considered 
myeelf qualified to do i’. fer uo pA 
As I understand you are leaving, I want to take this op= 
portunity of pointing ous just where kir. haw's Opinions, 
insofar as they applied to the evidence, will be his own 


+ 


or those of Price, Waterhouse and Company. 
Oh, they would be his own opinions. 

THE CHALKuAN: J; would like to make it p ite clear 
speaking now as Shairman of this Commission, when a man goes 
into the witness box and pledges his oath, that you are 
going to hear from him that which is the truth according to 
his own lights, and we do not care a tupense what his firm 
thinks. The people who come before us, or any person under 


oath. it is their evidense we are Listening to. 


3 


MRe mORKI SON: Were MAW guve us his evidence certain 


matters connested with this very controvertiewl subject of the 


VU 
Gistribution of indixesot expensss? 


That is right. 


TE <> 
' 


And in your report Exhibit "100 


Yes. 
You point out that there are a number of bases and I will 


omit the brackets at the moment. “on which charges of this 


nature are allocated in actual accounting practice", and 


} ; Ea} a Pa Y 
ther in brackets besweea those ».2nes you have "all of 


which are arbitrary"? 


That is right. 
dhat did you have in mind in that, Hire Taylor? 


ee ee oe Ex Aa oats 
I had in mind that the problem Jigtributing overhead is 


¥ 1 Te nO AE ey + f- 
one which one cannot apply a standard to, IT mean in di 


ferent businesses, you have to o,7ly difference bases of 


over head ior instance in a departmental store you en- 
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deavour to distribute the Overheac. all the overhead of 
thestore, endeavour to distribute the overhead of the 


store so as to bréek up your profit results by the 


feet) 


epartments. that is usually done on a basis of floor 


space. 
Is that the only basis? 

That is not the only basis, this @irect labour basis is 
avery common basis. 

So that there are many differen: bases of distributing 


overhead charges? 


Oh yes, there are, sometimes khey distribute it on a unit 
basis. 
Yes? 


Take, if you have two or three departments, producing dif- 
ferent things, you take your overhead and you establish 
an equation and charge it up on a vnit basis. There are 
many different ways and the goal which everyone seeks to 


get is the proper distribution, I mcan you try to arrive 


at the goal which is, in a pract-°t-. way when you are 


Barougsh, Looks :s necr to whet it showkd be as possible, 


I moan the expenses are such, the expenses are such and 
the reason why they are left there, it is sort of, thet 
reason why they ave left there is because you cannot dis- 
tridute them anywhere else, ana -f it is permissible on 
the vecord, what you might call a cat and dog system, you 


eannot Cistribdute shem directly onywhere. 
Yes, now you said, mr- Tayler, Shat if it looks reasbonable--~ 
b] ie ’ 
THE CHATHuwAN: we have heard about a “horseback 
JTUNS ALN : 


. ba Pe) ? fa! \ FI and Oo 3? 
figure" what cid you say about cats and dog 


These exnenses ave the cats and cogs that cannot be distributed 

directly to any department. They are just hanging there and 

they shave tc be got inte the departments Sodc way nnd. it hes 
rte) [ 7 13 


to be On some arbitrary basise I want to make that clear, that 
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any basis you apply has got to be arbitrary. 

MAJOR LIE SETT; You cannot quite separate the 

Sheer; from the goats? 

Well that brings up two other animels into it. 

Mite MORE ISCY: Mre Taylor, you said se long as 

the figure looks reasonable, just what dia you have in 
mind? 

So long as the figure, the resul‘s you arrive at look 
reasonable, seem reasonable. 

Is it not correct to say that the idea of taking any basis 
Hs tO arrive at a rasult? 

fo arrive at a result and IT would say after you arrive at 
the.result, to stuiy it and look at it and see if it seems 
reasonable. 

Well, but if it would seem reasonable, why do you have to 
have ary basis, and not merely say "well I think that $10,000 
Should go there"? 

No, no, you do not find that out until your job is completed. 
Just let me carry on, you come to the end of the year and you 
have a large amoznt of indirect expenses to distribute? 

Yes. 

And you want to > that? 

Yes. 

Now ig the suggestion that you cen only have your yuri stick 
4f it: will fit in with the result that obtains from using 
that yard stick? 


Z did not quite get that question, Mr. morrison. 


— 


I want to put it quite clearly, you have a lot of indirect 
: F434 arr 4 t4c¢ 
expenses which you wish to distribute? 


Yes. 


And there are many ways in which that can be done? 
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A Pes sonar is right. 

Q Now if you use the mothod which in your best judgment, 
without any idea of what the result will be, you find 
certain figures? 

A Yese 

Q Now wili your judgment as to thet yard stick be quale 
ified by the result? 

A No, I would say if you choose the basis, if you chocse a 
basis you should go right through with it irrespective of 


the results. 


Q Irrespective of ths results, that ig true? 
A i you, choose a besis. 
4, If you chocse a basis and no matter what your basis is, 
if you start to .-> that, if you use your best judgment--— 
A Yes, and carry your basis right through to its conclusion 


e, New just a minute "in am acceunting way"? 
A YeS> 
Q Juss tc follcw you there, what is the purpose first of 


4 


obtaining this yard stisk? 
A The purpose is tc, really to close out these accounts and 
get them distributed. 


Ges them distributed? 


Yes. 

Q Now then when you say you weuld carry it to its logical 
cone lusion? 

A I didn't say "logisal"™, sire 

Q I beg your pazion, to ite accourting conelusion? 

A Tn its accounting sonstlusions. 

Q Yes, what would be your procedures? 

A My procedure would be in the case, canTI have that Exhibit 
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which wr. Maw put in? 
Q Exhibit "119"¢ 
Yes. 


(Exhibit "119" produced to witness) ity 


TCE oe ol 
Would you allow me to go over this statement? 
Q No, [I would rather you first, Mr. Taylor, if you would 
please, to discuss it in a general way, L will certainly 


discuss this ixhibit with you? 


A Disucss it in a genovral way. 
THE CHAIR AN: what was the last quest ion? 
Q MR. MORRISON: Yes, we have a certain amount of 


pperating expenses to be distributed and Mr. Taylor says 
a eee he had used his basis of distribution, whatever it 
might be. he would then carry that through to its aeccounte- 
ing conclusion, is that correct? 
A That is right. 
Now what did you just have in mind there, lire. Taylor? 
A Well IT had in mind that if :*. company had accepted your 
basis of distributing overhead. 
Q We are speaking of this company now. 
If the company had closed its books on the basis of using 
your distribution of overhead-~~ 
re} Yes. 
Carrying it Shrough to its conelusion on the bocks before 
you examinod the books, befere ycu visit<d& the Royal ithe 
offices to examine the books, this is the position you would 
have found on the books. 
Thet is the position, Mr. Taylor, and we will deal directly 
with this mxhibit "119", that I would have found on the 
books if I had been the auditor of this company and I had 


Suggested to them that they should have used the basis 
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which I had suggested for distributing the portion of their 
administration expenses to the pipeline department, in your 
Opinion this would have been the resubt? 

The proportion of the administrative-+- 

And the direct? 

And the direct expenses. 

Yes, now why do you come to that conclusion that that 
would have been the result? 

Because enbil we arrive at this result we have all these 
overhead accounts still open in the books. 

that 1s correct? 

We take these overhead accounts and we distribute them 
partly, part of them will find their way into our capital 
expendi tures--= 

Where do you get that thought, wre Taylor, from my basis? 
From your basis. 

Yes, where do you get the thought that part must go to 
capital? 

Because you. on your basis distribute the capital. 

I do not, I do not distribute the capital. 

Well+-- 

I think if you will refer to my evidence that Mr. iiaw 
touched on, on Page 2680? 

Yes. 


I think it will express exactly what the method was. 


e680, is it? 
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de Je Taylor. 


Yes? 

which part, what is the number? 

2680, Volume 20. I point out there, I Lllustrate - 
and distinguishing between the Dri ling Department 

of this Compa ny which 1s not an operating department 
aS you will appreciate, and the other departments? 
Yes. 

In the Drilling of ‘ells Department of the Royalite 
Oil Company they have not what we as accountants speak 
of as an operating department. 

They have not an operating department but they heve an 
account ‘ells Drilling.» | 
ners true? 

To which a portion of your overhead would be distri- 
buted. 

Not necessarily according to my method, I do not think. 
I would like to read this part that tir. Liorrison 
directs my attention to. 

I would be glad if you would. 

" As against that, I am not suggesting that they 
Should eapitalize the amount, but for the purposes 

of this Coimission we are endeavouring to alloaate 

the expenses. I am not suggesting the Company should 


have capitalized this. But if they wish to capitalize 


it is quite proper." 


I assume that the Company think it is guite proper 


and on this statement they have so distributed their 


capital feature within the pipe line department. 


Very true, Mr. Taylor, but they would not do it on 


my method. They might do it on your method, of 


your suggestion to the Company? 
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I submit that this would have been the position on 
the books if the Company had fcllowed your method of 
distributing pro rate, dollar for dollar of capital 
expenditures and operating. 

Iam not sug;esting that, ivr. Taylor. I think that 
is where probably we have a very reel difv’erence of 
opinion. Let us go back to the beginning of things 
again. I will try rot to labour it unduly. But you 
were not here at the conmencement of negotiations? 
Noe 

Your representative was, Mr. Humphries? 

Yes. 

At that time our desire was to obtain a yardstick 
by which to measure what amount of these indirect 
expenses and administrative expenses should be 
charged against each of the departments, ageinst 

the earnings of the departments? 

Yes. 

It was our desire. I may, for your information, tell 
you that we argued the pros and cons of various 
methods, and it was agreed at one time that this 
method which we have continued to use, was agreed 
upon as being a fair and equitable method. 

I understand that is not so as to principle, 

It was as to the vroportion of the payroll. 

Ian going to go back a little further than that? 
Iam afraid there is no use examining me on that, 


Very true. There is not any use. That is why I seid 


you were not here* 
&s I say I was not here. 


But accepting for a moment what I am saying to you 
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is correct, and I am not saying that because it was 

then changed, because I am quite willing to agree 

if the Company decided later they would not accept 

that distribution, they were quite within their 

Byents. whe only point PF eam making is at that time 
this was discussed there was fo suggestion by 

us or by your representatives, that these things should 

be capitalized. ‘ie were merely distributing for the 

purposes of this Commission an amount of operating 

expenses. 

“Yell I will-say this, if I go through the process of 

distrihuting the Company's payroll, part of it to 

capital, I would consider myself guite wrong in én 

accounting way if I did not follow it through to 

its conelusion on the books. 

I think you would. But what I want to bring out to 

the Commission, end this is very important, is that 

I am not suggesting, and never have suggested, 

excepting insofar as it relates to drilling of wells, 

and the reason of which is guite obvious, that there is 

no operating department there to téke care of the 

charge, never suggested that this amount should be 

capitelized. I am not distributing ghe capital. 

Ve are merely finding a yar.stick by which for 

the purposes of this Commission we shall a_locete 

these indirect and administrative expenses to the 

various departrents. 

But it is so you did not stop at the drilling of wells. 


You also capitelized *" all of the work that was going 


on in the pipe line department. 


I did not capitalize anything, ir. Taylor. I charge it 
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as operating. 
4 Your basis was the distribution of capital. You 


included your capital payrolls. 
A) Oniy. for the <yardstick. |1 want toy trye.ee: 
4 i rather think unless you teke the yardstick all thevay 


aowh the. Lins that. .«.<% 


GQ. Let us just stop there for a moment, and let us see 
what we are using that yardstick for. are we not 
using the yardstock to distribute the expenses which 
are common to many departments’ 7 

& Yes. Partly to capitcl and partly to operating. 

Q Not necessarily. 


A Partly on the besis of capital and partly on the basis 
of operating. 

ie Let me put it this way, would i be wrong in sug- 
gesting there should be no portion of that added 


to the capital of the pipe line department under my 


method? 
4A That no portion of it*® 
Qi Yes. You ses this is my idea at the moment, not 


Price, aterhouse & Vompany. They have ignored it. 

f I would say this, if i had. arrived in Calgary and 
found thet my Calgary office vere Working on the 
sane basis as you were, and stopped at the point that 
you did I would not have had it. 

6 You would not have agreed to it* 

A No. I would have carried it right through to its 
Conclusion on the books. If 1 ses any distribution 

and I am going to charge something to capital, I an 


going to earry it through on to the books and 


charge it to sepital. 
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I heve no quarrel with you, if you said in your first 
premise you were going to charge something to capital 
you should carry it out. But if in the first instance 
we had agreed that what we were endeavouring to do 
was to allcgats for the purposes of this Commission, 
because as you know Mr. Taylor, we have had to get away 
from the books on many different itens? 

I know that. 

And we were merely endeavouring to put before this 
Commission a statement in which would be reflected 

the portion of the operating charges? 

“ell I would say as to that, that from the point of 
view of carrying through the yarastick to its final 
accounting conclusion, thet the ,42,000.00 that we 

are discussing in this, is left Soepenncn in the air, 
halfway to its final distribution. 

So that if I had cerried it. through to its logical 
conclusion - or to its conclusion, perdon me for using 
the word logical,- to its accounting conclusion, then 
I would have arrived at a lesser charge to operations? 
That is correct. 

And because of ttt i cannot at least be accused of 
being unfair to the Company’ 

Except that your cost per barrel, on which everything 
is predicated in your statement, would have been 

less. 

Yes. Of course being an arbitrary method I would not 
be concerned with what the result was. You see I 

was reelly just trying to allocate the expenses. I 
would not be concerned with whether it Was a big 


figure or a low figure. ould that be correct? 
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I do not know what you woud be concerned with, Mr. 
Morrison. j 

Just putting it on your first premise that I asked 
you a little while ago, when you were working out the 
ratio, that if the result just dia not meet with what 
you thought ves all right, still the ratio would be 
quite good. You wikl reoall that a Little whites 
ego I asked you as to one result you obtained.... 

I say this without any qualification, that when you 
ehoose a basis you go through to the end regardless 
of the result. That is what we did. 

That is what you did under your method¥ 

Yes. 

This was not your method, of course? 

Which? 

The method I am adopting? 

No. Our method was carried through to its conclusion, 
its aecounting conelusion. 

If you had adopted my method you would have carried 
it through to what you think is the proper accounting 
conclusion? 

‘hat I consider is the proper accounting conclusion. 
But being an arbitrary method, does that mean that 
my conclusion, my final conclusion is wrong? 

I do not want to get into a discussion of rights and 
wrongs. | | 

But I would like you to, liir. Taylor. 

I would sey that in my opinion it is wrong in that 
4t leaves these expenses halfway to their final goal. 


The proportion of these expenses charged against the 


pipe line. 
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That is to say on your interpretation of the uethod 

I have suggested you feel I have not gone to its final 
conclusion? | 

Yes, that 1s right. 

So as the alternative to that you have suggested in 
“xhibit "119" that you have gone to its proper accounting 
Gonclusion? 

ee 

Yes? 

“hat is that? Oh yes, that is right. 

Just let us examine that for a moment, lir. Taylor, 

you say you would take 17,000.00 first beeause it 
relates to the proportion of operating labour edie 

40. 06,57 

YaSe 

I presume that was the figure you had in mind :in 

your evidence when you said there would be approxi- 
mately »,»17,000.00% 

Yes sir, that is right. 

I see there has been another item added since that 
time. ~L754.25. When you gave your item of 
317,000.00 did you have this in mind also at that 

time? 

No, I had in mind only to take the 407 of ‘the (j14, 000.00. 
If that had been your considered conclusion then it 
would have been quite incorrect? 

This is just a rough calculation on 40, of the overhead 
I did not follow through the other. 


feature. 
But is it not necessary to follow through the other 


on your own basis? 


Yes, this statement shows that follows through. 
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Does this statement show it followed through to its 
conclusion? 

Ness Vb does. 

mirvour opinion it does’ 

Yes. 

Let us go back ahd view your situation, just what 
would be the result. ‘ie shall transport ourselves 
back to the year 1926 when this pipe line started to 
Operate, rather when the pipe line department started 
to operate? 

1226. 

ie would have a situation, wouldn't we, under this 
methoG you are sugzesting I should have adoPted that 
there would be a@ portion of that capitalized, a 
portion of that payroll capitalized. 

Bn Le 6% 

Yes, on the method you suggest I should have capitalized 
in 1938, I should have capitalized some 22,000.00 of 
this expenditure. You sugzest that. And that if I 
buy chat on to operating | «9s quite: wrong 

You are talking about 1926. 

I am going back to 1926, because I am endeavouring 

to show you there is something else to be added to 
this statement? 

What is the reference to 1926? 

THE CHAIRMAN: He is asking you s question 
ahout 1926. ‘Whrt is the question? 


MR. MORRISON: If we began preparing a 
statement for each year from 1926 on? 


Yes. 


In order to show the operating results? 
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Yes. 

‘hen ve come to the distribution of operating expenses 
under your basis, that is my basis transported into 
your method of working it out? 

DeSe 

“@ would then have found it was necessary to add to the 
ordinary distribution of operatin, expenses a portion 
of the amortization of thet year? 

Mos! 

dust as you have done in sxhibit "119"? 

Yes. if you had carried through your basis all the way 
through from 1926 that would be so. 

But what about your basis’ Is it not necessary in your 
basis? 

On what basis: | 
On the basis of sghibit "119". ‘Why do you merely just 
take a portion of that year 1936 for this method, 

Mr. Taylor? 

Ther: would have been this feature working a ihnaes 
iivery year? 

Right back to 1926. 

Surely, and do you know what the result would have 
been? 

NO. 

Might it not have been that the figure of »42,000.00 
might still have been w42,000. 00% 

I would not venture a guess at that. 

Voulad I be wrong in suggesting it might bet 

It might be and it might be more than w4z2,000.00. 

And are you being fair to me in suggesting that because 


you took that to its accounting conclusion, in your 
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J. WeTaylor. _ oe 
Opinion, that my figure of 42,000.00 would have b:en 
reduced to ,18,000.00. I mean not to me but to this 
Commission? 

& There would heave been another feature to that too, 

Mx. Morrison. There would have been, if you had 
applied it, there would have been a growth in your 
capital account which woulda have changed your relation= 


ship.. 
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ixactly. 

You would have got more amortization. 

More charged to amortization? 

How far that would ha.e¢ worked out I do not know what 
figure you would have arrived at. 

I merely make the suggestion now, with all deference, 
that the statement which you have submitted to this 
Conmission as being the one which would have arrived 
at the proper accounting conclusion on my basis is 

Guite incorrect. 

That is the position that would have been in this part- 
icular year but as you suggest there would have been a 
picking up of capitalization back over the years. 

“hich would have been the position in that particular 
year now, this statement there’ 

Yes. 

You mean is thet a correct statement of the situation in 
this particular year? 

No, it would not be because you would have collecwtd 


amortization on the cépital back to 1926. 


Yes, in other words, in order to do as you have sugyested 


in carrying through the method I have adopted - and I 
have not adopted the basis you suggsst I adopt - I did 
not have it in mind when J commenced that operation. 

But even suggesting we put it on your basis, would result 
in the final analysis be any different materially? 

I would be unable to say without applying your basis back 
to 1926 and working it forward. 

Tr CHA LRIAN: Has not that been checked 
up by any one? It has not been checked’ ‘.e have been at 
great pains, at least iir. Maw has and you to some extent, to 
point out that Mr. Morrisen has not gone to the proper acc- 


counting ccnelusion but stopped short. Have you made this 
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observation without having checked back to see whether 


4% makos any difference. 


The feature that Mr liorrison is bringing out now 


aid not. occur to. me. 


Pate ORR LSON ¢ I just want to make one 


other observetion, Sir, that may not be necessary. 
But that in none of i the calculations we have 
made, have we been concerned in any way with the 
result that they show. ‘ve have endeavoured merely 
to get a basis and apply that basis without regard 

to what result might be shown. Iam not suggesting 
that you have done anything to the contrary. 

THt CHAIRMAN: ‘ell any more questions? 

we MORRIGOT: There is probably one 
other point that might be perhaps clarified in our 
own accounting languege, tx. Taylor’? And that is the 
treatment of your statements in respect of capital 
Losses. \l.e have two main items, we have the 6 inch 
loop, Which has b:en discussed at length, and these 
various other sundry items amounting to approximately 
y~06,000.007 
Yes. 
You have given your opinion to the Commissioners and 
Iam not taking any exception to tmt but Iwant to 
draw your attention to the treatrent of these similar 
things in our statements in that we have regarded 


them all as charges to operations in the years that 


they occur? 
Mes, that is so- 
In your statements, Mr.Taylor, there are items of a 


Similar nature under the heading of trucks and fractors. 
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Is there any real difference from the point of view of 
this Commission between the items of sey Trucks and 
Tractors and and rumps and Pipe Lines? 

A I would not say there is any real difference. 

Q Any real difference in the accounting method that we 
Should adopt. Is it not correct in your statement 
that you have regarded profits or losses on the sales 
of trucks and tractors as an operating iten’ 

4 Yes, that is so. 

Gh But the profits or losses on the sales of equipment you 
have regarded as capital’ 

A 4&8 capital losses,yes. AS a matter of fact 1 think 
both of them might quite properly be considered, both 
of them might quite properly he considered as capital 
losses. 

Q They should both be the same thing, no matter what it is, 
Mr. Taylor, I suggest? 

A Yes. 

a “ould it be fair to suggest one should be capital and 
the other should be operating. If one is eapital then 


the other is capital? 


5 Yes. 
Q If one is oporating the other ought to be operating? 
A Yes. 
@ Under our system we have been consistent in calling 


them one thing, operating? 

A That is so. 

2 Under yours you have regardjd one as operating and the 
other as aapital? 


A That is right. 


Q In that regard, to make that quite clear, might I refer 
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to dxhibit "100", O0-8, which was referred to most, 
and in that particular item C-8 there is an item of 
profit on sales and retirements of automobiles, 
trucks and trectors, as credited in the books, ne 
credit ,»604.83. That is C-8. Now that represents 

a profit on the sale or retirement of trucks anda 
tractuns? 

~EG.s 

And that was taken into consideration in making your 
distribution on your basis of administrative and 
indirect costs? 

that is right. 

And uncer our system we similarly regarded all of the 
Other transactions. Thet is to sav inciuded - if we 
had gone beck to 1952 we would have included the 

6 inch loop as a charge against operations? 

AS a charge against operations. 

And would have shown a loss for thet year in all 
probability which would have been recouped either out 
of subseguent profits of previous profits’ 

If you were preparing an operating statement for 1932 
would you include that 4172,000.00 as an operating 
loss‘ 

Ss an operating loss? ell the difference betveen 

the book value taken in and the capital item, and 

of course, the depreciation. ~ith pape venue to 

that, just following it up one er cls further 

that is included in your statement on the rate base, 


on the theory that it was a cash investment, and has 
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not been recovered even although it is not now in ube, 
the book figu-e which you still include in there 
depends on the valuation which was put on that st that 
time does it not? , 

On the valuation at the date that it was taken up, Yes. 
So thet if the veluation should have been Low, some 
other department of the Company would get the benefit 
of that valuation? 

Ef it had been low, yes. 

And if it had been high that other company would have 
been charged too much’ 


Tat would be so~ 


(Go to Page 3165. ). 
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Nevertheless for the purposes of this Gomni: sion 
there is tne question if it were agredd that should 
be in the rate base - and I am not suggesting that 

it should - but taking your own viewpoint there is 

a guestion as to what the amount should bef 

I would assume that the operating people who are best 
able to judge as to the value of that, would value 
that pipe. 

It is an inter-company transaction. 

An inter-department, yes. 

There is no outside cash Ging ull 6) re al ge 

I do not suppose there was any outside appraisal. 

L was not thinking of that. Wor an outside cash sale’ 
Noy not an outsice cash sale. 

Thank you, iir. Taylor. 

fie BOO LU LONGO bLPostT< Voes that pipe line 
figure appear in the beoks, would you find put, 

“ep, horrison? ‘hat figure does the pipe line appear 
at in thse. books? 

Mm. MORRISOL: The 6 inch Loop. Around 
~L78, 000.00. 

Around ~178,000.00. That came down to a net of 
3LO0Z,000.00. There was 176,000.00 and the recovery 
was about »74,000.00. That is right in our report. 
Pe COMMISSIONsSR LIPSESTP: I have the figures, 

but are these figures taken exactly from the books? 
Yes sir. These are the exact expenditures and the 
exact credits. 

THs CHA IRLAT: Any other questions? 


Bt. TiAwley: No .ore questions» 
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THE CHATRGAN: That is all, thank you, 
Penvieylor. Vili you refer to the. discussion in 
yesterday's evidence as to the first column in 
Exhihit "109". I wonder if we should ask certain 
questions about that. If it is fully covered we do 
not went bO- 

Pec rOORMiIcslore  LIPsei? : i just tell you what 

I was interested in, ltr. Nolan. I do not know whether 
I should follow it up @ little more befo:e lir. Taylor 
left. It has really to do with Mr. Haw. On your 
Exhibit A of uxhibit "LOO", you give in the year 198 
a figure of 324,252.85. 
Mie NOLAN: | Yes. 

Tit. COMMISSTOi a: LIPSETT fie Propors ion of the 
investment in utilities, and you spent a good deal 
of time with the witness contrasting thet with ir. 
Morrison's figures of {46,000.00 or ,50,000.U0 less. 
You then dealt with sxhibit "109", and the explanation 
Ziven about that sxhibit was that it was put in for 
an entirely different purpose, not related to this 
uxhibit "LOO" statement dA» 

Mae SOLAN: That is precisely so. 
MR. GOMMISSIOlu: LIPsst?s “chatever the purpose. 
aoxhibit "LO9" was put in for, what I am anxious to 
find out definitely is what exactly is this figure 
$121,024.57 that appears in Jxhibit "109"? Whatever 
the purpose the Hxhibit was put in for, I would 

like to know from either lir. Teylor or Mi. jaw what 
the j121,000.00 represents and where it is taken 


from. 
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Jelio Taylor. 


Lin ».ROLAN: Lg you would Lika, Sir, 
I *@ould call Mr. iw now or when he comes back 
again. He is still in the boxX and perhaps it can be 
deferred, if you approve? 

Oe oi COU oo LONaa Tae aa & Iam just directing your 
attention to it so if you wanted to hear Wr. Taylor 
on that. If not, then the other would be much more 
convenient. 

ies OLA Ss No, I am quite content 
to have it on Tuesday. 

THs CHATRIAN: Did not Mr. Naw discuss 
it yesterday‘ 

Fiance MOLAT $ Yes sir, and I had the 
temerity to try and explain it at one stage myself. 
There was a good deal about it. 

Mie, COMMISS] Of'ar LIPsittTs 4 tremendous lot. 

TH: CHAIRMAN: He said exactly what it 
was and where he got it. 

MR.UOLAW: However, we will take 
pains to discuss it again, and we won't forget it. 
Pore? Mowe eine DO sin Le Sars It vas aa in case 

Mr. Taylor wanted tosay anything about it that I 


mentioned it. 


(At this stage the Hearing was adjourned until 10.30 
January 30th, 1939). 
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sili 2 Brawince of Alberta 


IN THE MATTER OF THE PUBLIC 
4 INQUIRIES ACT 
, —and— 
ae IN THE MATTER OF a Commission, dated the 
12th day of October, A.D. 1938, to inquire 
into matters connected with Petroleum 
and Petroleum Products 


Commissioners: 
The Honourable MR. JUSTICE McGILLIVRAY 
(Chairman) 
—and— 


L. R. LIPSETT, ESQ. 


Session: 


CALGARY, Alberta. JANUARY SOth, 1939 


«A 
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Da at ate) 


VOLULus 26 - January 50th, 1939. 
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recalled: 


Dewees e eaelee 


Report presented by the witness L. L. 
Plotkins, which is extended in full 

in the Report beginning at Page 3174, 
except for certain documents attached 
thereto, which will be found in Volume 
9 of the sxhibits. 


Contract between the witness L. L. 
Plotkins and his Company for prod- 
uction of petroleum products of the 
Sunburst Oil Company's well, Sunburst 
Wo. 1. 


@eoeeeseeeeeteeeeeeeee 
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3170. 
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40th January, 1929, 
10:30 a.m, Session. 
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MR. FRAWLEY: I am calling Mr. Plotkins this 
morning. 
LEON LOUIS PLOTEKINS, having been 


recalled, examined by hir. Frawley said: 


Q You are still under oath, Mr. Plotkins? 
Y6B-. 
Q You have this morning Something te say on the pipeline 


phase of this inquiry? 


A Yes I have. 

Q Have you prepared a written statement? 

4 I have. 

Q Are these the written statements which you have prepared? 

A Yes, here is the Exhibit. 
{REPORT PRODUCED BY THE 
WETNESS HERE wWARKED AS 
ELBE ID "lee" 2 

Q Mr. Plotkins, you live in Calgary, do you? 3 

A iGO » 

Q What is your business? 

4 IT am in the business of produging and refining am marketing 

petroleum products. : 
Q And under what, how many companics have you got, companies or 


partnerships? 
A I operate under the name of Lion Producing Company as the 


producing -wnit and the Lion Refining Gompany as the refinery 
unit, both of those are registercd names. 


Q They are nos companies? 

A That is I operate under those names end J am alse manager ef 
the Lion Gils Limited, which is an Alberta corporation, dis-~ 
tribut ing petroleum produsts which we manufacture. 


q You operate, let me understand you, you produce oil? 
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A Produce oil. 
Q where? 
A In t:ontana. 
Q In hiontana? 
A Yes. 
g You do not produce oil in Alberta? 
A None except we have a well under contract. 
Q Under whet name do you produce oil in AOntang? 
A the name of the Lion Producing Co. pany. 
Q Which in yours? 
A which is myself registered as a firm in Montana for the State 


Department. 
Q Then I will come back to that. Then you do not produce oil 


in Alberta? 


A No. 

a But you Go obtain production of oil in Alberta under contract? 

4A That is right. 

Q With one of the wells in Turner Valley? 

4 Yes. 

2 Passing from production, you are engaged in refining~-- 

Q THE. CHA Tuan: The well ‘n Alberta is? 

£ The Sunburst Oil Company Limited. 

Q wRe haw baY: It is called ‘unburse No.) 35 it? 

A Yes. 

id MAJOR LIPSiTT: That is e separate company, that is 
not yours hire Plotkins? 

A No, I have no direct interests in it. 


9 wR, FRAVLEY: In the Sunburst Company? 


A Yes. 
Then passing to refining, you refine petroleum prdoucts, and 


how do you do that? 
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A Under the name of the Lion refining Company. 

Q And that again is yourself--- 
THL CHAITRA NN; Just a minute, which company has 
sontragted with the Sunburst? 

A The Lion Kefining Company, aim the Lion Oils Limited, both. 

Q Re FRAWLEY: Now let us understand that.: 
Pardon me, I will look at the contract, I will correct that, 
it is myself, the contract is between the Sunburst Oil Company 
Limited and Leon L. Pletkins and Lion Oils Limited and Pruden- 
taal Truck Company Limited. 
Mike FRAWLEY: I think perhaps we gight as.well 


file this now. 


A There is a copy to be filed, that is the original. 
Q iuRe FRAWLIY: Soasbody asked me for this contract 


in any event so we will file it now. 
THE CHAINMAN: You are filing it? 
MRe FRAWLEY: I will file 20 sir 
(CONTRSCT WITH SUNBUEST 
NO. 1 PRODUCED BY THE 
WITNESS HERE WARKED AS 
EXHIBIT "les" )- 
Q WRe FRAWLLY: Now the Chairman asks under what 
name the contract was made for the production of the Sunburst 
Oil Company Limited, the Lion nefining Gompany is yourself, 
I wonder why the Lion Oils Limited was needea to be made a 
party to this? 
A Because Lion Oils Limited «us the marketing company, undertook 
to market the products which we manufacture, that is why it 


was taken in. 


The the answer to his Lordship's question is that both your- 


rs) 


self as the Lion kefining Company and Lion Oils Limited, are 


parties to the contract for the production of the Sunburst well? 
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A feat 18 Correct. 
wAJOR LIPSHTT: Are there separate copies of this? 
Line FRaAWL&Y : No, there have been no Gopies made. 


It can be copied and it will no doubt be copied in due course 
by the reporter. 

Q WRe FRATLAY:; Then that is how the refining is 
carried on then by the refining company, which is a partner= 
Ship consisting of yourself? 

A That is right. 


Then you also distribute, you distribute petroleum products 


rs 


in Alberta and under what name do you do that? 


A vell first we have also, I omitted to mention another company 
which is called the Lion Transport Company. 
THE CHA TRAN: Just a minute, we have not got to the 


refining, but you say there is a contract with the Sunburst, 


then we have the Lion Producing Company which produces oil in 


Lontana? 
be FRAALEY: Yes. 
THE CHA LiWAN: ve have the contract between Plotkins, 


Lion Oils and Lion refining Co.ipany and the Sunburst Company? 
Mie FRAWLiY: The Suaburst Oil Company Limited. 
THE CHA TRssN: In respect to the output of the 
Sunburst No. 1 in Alberta? 
MR. PRAWLEY: Yes. 

Q MRe FRAWLEY; Then I was passing from producing, 
yeu are engaged in refining? . 

A Yes. 

=) who does that? 

A The Lion Refining Company- 

e} It is a partnership? 


4 It is a registered firm name. 
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a It is yourself under that nane? 
A Yese 
Q That is just elaborate a little on that, that is done whero? 
A That is done here in valeary. 
Ay You have a plant where, in Calgary? 
A It is a quarter of a mile from the pouth City linits in the 


district called i.anchester. 


2 On the macleod Tra 1? 

A Pepone Wacleod Trail, alone the C. Ps Ré ripiieoey 

Q And there you conduct a refining bus iness? 

A That is correct. 

Q Then you are engaged in distributing petroleum products? 

A mes, under the name of Lion Oils Lizgited: 

Q You interrupted me to say there was another company, the 
ion Transport Company’? 

A Yes, we have another division running under the nane of the 


Lioh Transporting Uompany, which operates a fleet of trucks. 
2) Rate 5: so that would come in immediately next to the refining 
business? 
A YES 
Q Probably. 


A Tt takes care of the production ana the distribution of re- 


fined products. 


And acts as a link perhaps between the refining and the pro- 


4 
duction and the marketing? 
A That is correct» 
Q That is the Lion Transport Company, which is also yourself 


under a registered name? 


A That is right. 


Q THE CHATRiAN: All these companies, are I take it 


not limited companies? 
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A All with one exception. 


Q ilR « FRAULEY: There is one I am coming to now, 
sir, the Lion Oils Limited. 

THis CHA ThuaN: That is the distributim company. 

WRe FRA JLLY: Yes, now we come to the market ing 

and you are engaged in marketing petroleum products. in 

alberta and it is the Lion Oils Limited which carries on 
that business? 
A Theat .is correct. 

taRe FRA JL Y; Now this witness, of course, will 

in all likelihood be called back when we get to other phuses 

of the inquiry but at the moment I would like to discuss 
with him what we are at the moment concerned with, namely, 
the pipeline, the purchasing of crude oil in Turner Valley. - 

Now, lire Plotkins, you had prepared a brief and I think that 

would be the best way to begin to discuss this this morning, 

for you to read the brief you have prepared? 
A Yes. 

THE CHAI. AN: Is there anything in that contract 
which has been made to un exhibit which you wish to draw our 
Srpention, Mr. Fruwley, I doa not ¢ 8k you, t0 feeling. ie. 

MR. FRAWLEY: No, as a matter of fact I have never 


seen it before. The reason I wanted to offer it was that I 


was asked for it. 


THE CHA Thuja N: I see ire Patterson is here. 


WRe FRAJLEY: . Yes, I think that should be noted. 


ik. PATTURSON: I do not think there is anything in 


it, there is the contract under which the Plotkin Company 


takes production froma the Sunburst, it is a sort of working 


capital. 


THE CHAIRLAN: we accepted it as an sxhibit and I 


just want to know something about it before we pass on from it. 
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/T might ask, you are appearing for iir. Plotkins, Mr.Pattersons 


Nike BpeeDATTERSON;) K.C.: Yes, «nd for the Lion Oils Limited! 


MR. PRAVWLSY: Very woll, lir. Plotkins, procéecd to pat your ‘bricf 
into the regerd. 
fo the Honor:.ble iir. Justieu Aes. LeGlillivrs y, .Gliinman, 
L. Kk- Lipsett, Esquire, Condissioner 
HOVE COutSSTONW of inquiry into th. oil ingustry. 

A Before dealing with toe pipeline phase of this 
inquiry, I first would tuke the liberty to place be- 
fore the commission what I consider is a true and 
proper perspective of the Alberta oil industry and 
its problems and what I believe are the duties anda 

obligations of this commission in the light of the 
programme of inquiry entrusted to be dealt and re- 
ported on by this Royal Gommission. 

In analyzing the actions of the oil industry in 
Alberta, it is necessary that we Know and examine its 
background, and in this way we will find that the 
operations of the oil industry in Alberta are insol- 
ubly bound up with the activities and operations of 
Standard Oil and other companies on the whole North 
American continent. 

Local operations of Standard Oil of New Jersey, 
through their Canadian subsiciary or controlled com- 
panies, with which we will deal in the asin, in re- 
lation to the operations of local and other companies, 
cannot be intelligently examined, reviewed, or under 
stood, unless they are considered as & cOfponent part 
of all the operations of Standard Qil not only in the 
territory in which Turner Valley crude and its products 
are normally marketed, but all the territory in North 


America in competition with Turner Valley. 


PASH MINES Wikto pas Eee pond ta Bie dyson ons, at 


di ee ok ir ER 
2 meas spas, 


kt Pa Laeahy Me a 


a ag. 


Re 3 


Orns i) , | Pee eu | 
bi E gheO noite. ih * se the sete t 


& an 


n = 1 ps i ’ eh 7 os ‘ 7 
7 ne ir a ae i 
ee iy ‘ o\6 vet ott ae Ae a A ‘ 
ree hier, OS OWL athe wy | eae 
ian hu INE aye k | e6 Pi WS Bitades 
, a , 4 , ae a4 
a | 
Baie a) Vena he pigtont. 
y i. AG use, oye We a 
oo ve) 4) 
ene an Sa 
oy 4 1 
Bors 2 ‘hig 
i Rs fide on Stee wis 


re! - ie 
Peretunyy ayy ‘i v Toes 
or ‘ aan t 
i | * whe 4 
Agus Ny fe te eb ae fA Med : 
; ; . af 
“ Sees fae 
Fee ae AN y, i ce , 
ba Ae At j 7 
ee x te 


3 
5 ‘2 
br Uae 
pan) 
‘ 


melt te) a “me tisaiby, pada : 


p f = Bari Beck ; | 
- ee er: oa ¥ . 
| met: hie Si wae oi Oe Se ¥) fat fea yeh 4 : 
vi DN Mode BIT whee ie 
is BeSyin: ate au Gee ae ree Bey 2 0 ne) Rae veo 
beanie lek pes aan 2 ive. out ah eh 
ee LUKE AY 
nee apc ok MA ee 
~ et ay Beata a - 2 pale i sb Pay a vs a" ; ee ca if } ee | 
Ma 88 ink EES ae 7s ene) ‘ a WA date sae? ihe, oie as: oat 
CS OSS 0S BR pe a oe ex iy co ‘dat ake ai 


BEM Fey 


Pepe wl oer eee cee ene ria edna tae, iat 
| | Sait 


mae het ty 

i Rie ee Ban ‘ "9 q ‘ ammcral Ain ' ¥ 

Bio Dad pt) tke 5 _ i : ‘iin aa band sts Bt 
ae are Oa AN ean var 


i 


“% hee A et . Aree. 7 J 
ee, Serra RS am as VE ey 

ef) prea od ne 
a Rie pees Got, ey in _ 


RGR 1s Dene IVS yh hie Laie ie, devout ts 7” *. 
sxe i [ER Ee ae 


goed Soh CGH 8 Pi bp bai feat aie eae apie 


eee 
op MY teareras owe, 

al ere tia 
Ib 


as e ® | 


Ne eth ee ‘ } 
‘Yess CV | Sen ‘teqnon al’ 9p 1 


al Ie ' ne ar . 
J tie ere ula. oii Nal 


L.L.Flotkins 
<i SL = 
uh i8 all Operations bearing on costs and compet- 
ition in Alberta are directed not by local officers 
but by Standard Oil of New Jersey officers, the 
American head office in New York is in a position, 
and deals with any given competitive problems fron 
the general inerees of the company in the seutens 
without consideration of the local or Canadian in- 
terests involved, and this explains why the least 
detail of Eiae or policy is directed and imposed 
by the New ae offices of Standard Oil on all 
their direot or indirect subsidiary companies." 
MR. NOLAN: re. velLl now my Lona, 1 have not this 


document before me but is this witness swearing to these 


things? 

THS CHAIRMAN: He certainly is. 

WITHLSS:: I certainly am. 

MR. NOLAN: I think the source of hig infor- 


mation should then be disclosed, he is telling us what hap- 
pens in New York. He says: 
"And deals with any given competitive problem from 
the general interest of the company in the matter , 
without consideration of the local or Canadian in- 
terests involved, and this explains why the least 
detail of price or policy is directed and imposed 
by the New York offices of Standare Oil on all their 
direct or indirect subsidiary companies." 
THe CHAIRMAN: Of course you will have an op 
portunity of cross-examining and showing that the report 
is without value if you can. 


LR. NOLAN: You have not a@ copy. 


WR. FRALEY: No, but I will give you mine. 


ty 


ilies 


| 
% ap 
oe 
* 
ge. Saas. 
3 s 
. 


wt 


ck 


ad 


- 
han 
ns 


[oS dice A 


che 


ne 


L.L.PlotKinas 


w 7 en ae ty ’ ; | 
J0rking in eae wider field, the New Jersey officers 


are able to correlate all their North american acti- 
vities in such a way that they can, and do, bring 
abont competitive conditions. beyond the normal con+ 
trol of the people or governnent of the Province of 
Alberta and the Dominion of Canada. 
It is within this framework and against such a 
background that the Alberta oil industry operates 
and as local Alberta companies are limited in the 
scope of their activities and practically incapable 
of meeting this type of comoetition, the operations 
of Standard Oil should be weighed and judged by the 
commission on the basis of its activities in Alberta, 
as the fact that they are a huge world-wide organi- 
gation should not confer them in Al dDurta any special 
rights or privileges. On the contrary, their almost 
unlimited resources and the scope of their activities 
places then at a considerable advanta & compared with 
small. local or Canadian companies, and it is my sub- 
mission that the Ganadian interest and the smaller 
companies should be protected if it is expected to 
create a Genadian oil industry owned and directed by 
Canadians, that would, if protected, serve more 
economically the coxsuming public. 
It is with these facts anu opinions in mind that 
respectfully make my submiss ion:~ 
Firstly. I take it from the wording of the com- 
mission thet the government of Alberta in the name 
and in the interests of the eitizens of Alberta in 
particular and the citizens of Canade in general want 


you to determine and ascertain the actual cost to the 
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"industry of producing, refining, transporting , and 
fiarketing petroleum products and thefactors phat 
constitute and influence these costs. 

Secondly, the government ig asking this commission 
to determine in the light of evidence and existing 
factors, whether the selling price or cost to the 
public in general of petroleum products is reasonable, 
having proper regard tO costs. Is the selling price 
justified on the basis of true competition or other- 
wise, having regard to the conditions under which pet- 
roleum products are produced and marketed? 

Thirdly, the government is charging the commission 
with the responsibility of determining the conditions 
under which the industry as a whole carries on the re- 
spective operations of preduction, refining, transpor- 
tation and marketing. and report if they find any 
evidence of price fixing, restraint of trade, apparent 
competition but not in fact, policies and methods that 
are, or should be, iliegal in the producing, refining 
and aarketing divisions, which result in preventing 
competition from asserting itself, and determine if any 
or all of these policies do in fact regulate or prevent 
competition, influence costs to the independent part of 
the industry, and result in higher prices for petroleum 
products to the consuming public than would otherwise 
be the case- 

To answer these questions intelligently, it is my 
opinion ehat the Board must of necessity determine and 
define what is meant by cost, as distinguished from 

as without an exact definition as to what will 


values, 


be accepted and used as 4 basis in arriving at the cost 
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"of producing products or services, the findings of 
the commission will obviously be inconclusive. — 
If the board accepts the views of Dr. Boatright 

and lire wdgar G. Hill that business in general has 

a perfect right to demand and take all the profits 
that competitive circumstances will permit them to 
obtain, then it follows that costs are relative, as 
values are based anddetermined by revenue pos 
sibilities and appraised accordingly, and final costs 
will then be in Girect ratio to appraised values and 
earning power. 

If the board takes the stand that costs are to be 
determined by physical intrinsic replacement values, 
thon it must ascertain the costs of the individual 
items necessary to operat®© the properties and pro-~- 
duce the finished products efficiently as purchase- 


able in the open market". 
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Hh On the first basis we may have en operating oil property 
that can be duplicated for we will say 500,000.00, but in 
the light of the facts of the situation in which the owners 
find themselves, they are able to impose e price and sell 
their goods or services and earn »500,000.00 per year for 

a period of at least ten years. In sueh a Situation, it 
would be considered customary and good business, and I under- 
Stand quite within the legal rights of the owners, to secure 
the services of a competent firm of professional appraisers 
and justify a book véaluation of (1,500,000.00 as on this 
basis of anticipated earnings, the property will be sure 

ta pey out in three vears. 

On this setup we have ereated @ property with earnings 
whith may be according to mv views out of proportion with 
actual invested capital and would be expressed or ys awed 
as excessive returns, but according to orthodox Gommercial 
practice would be justified by the fact that the sy,ners had 
the wisdom to create the vroperty, took their chances, and 
risked their money in the enterprise, and as long as no 
competitor could prevent them from maintaining their 
position, their earnings would be their just reward, and 
according to Dr. Boatright and -ir. dill, of no concern 
to the government of the country or the public. 7 

On the second hypothetical setup, the owners would 
proceed to set down a capital book velus of 500,000.00 
and compute the cost of producing the goods or services 
on the basis of amortizing their ,500-000.00 invested 
capital over the probable life of the assets plus the 
operating costs anc a fair return on their invested 
capital. On this basis, cost plus profit would equal 


selling price of products or services. 
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On the one basis, cost has no relation to selling price, 
this being determined solely on the ability of the owners 
to impose a price (this is the situation that prevails in 
Alberta), and any reduction in the cost of producing the 
goods or performing the' services brought about by techno- 
logicél improvements, reduction of taxes, or labor, or 
increased volume of business is not passed on to the oonsumer 
in the form uf reduced prices. 

On the other basis, the selling price is in direot 
Yatio to cost of troduction ,(this is the situation forced 
on the independents in Alberta) and any reduction in costs 
is reflected in lower prices to the consumer. 

If the Board accepts the position that business is 
entvitied to all the profits that it can extract from the 
consuning public, as long as it is within its power to do 
SO, then values for the purpose of cetermining costs 
must be appraised on the general theory of earning power, 
anc it follows that there is no necessity Tor this “inquiry 
except for the purpose of information, as was so eandidly 
expressed by !!x. Hill. 

It is obvious then, that the government has charged this 
board with the duties end obligations of reviewing the workings 
of the Alberta oil industry and determine what are the actual 
costs on the besis of replaceable values, of the properties 
used in producing petroleum products or services that are 
marketed to the consuming public. It follows that 
having established these costs accurately and weighing 
them against the selling prices of the products or services, 
the actual spreads or profits can be ascertained and it is 


for the commission to decide whether such profits are 


reasonable or otherwise. 
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Plotkins. 


If the commission agrees that the above is a 
proper analysis of their duties, then it is of primary 
importance that we determine as clearly as possible how 


We Must proceed to Tind out what we want to Know.” 


THE CHATR MAT: You think in the end we 
should have something to say of what our ovn duties 
are? 


I think the wording of the Commission is pretty plain. 


» it speaks for itself. 


If so, I wonder why you are taking up so much time in 
telling us what our duty is? 

Because i realize that the vay the Inquiry is going on, 
in other words the method, at least that is my opinion 
now and what I am going to express now, is not going to 
lead us very far, because we have started with investi- 
gating books and we have forgotten to go out in the field 
and appraise the actuel physical property. As long as 
we deal with books, and as I am going to try and show 
in my review, we are certeinly not going to get a 

true picture of the industry and its costs and what it 


ig. That is why I have gone to all this trouble. 


well go on? 


i Being actively enguged in the business of producing, 
refining, transporting, anc marketing petroleum products 
for the past nineteen years in the Province of Alberta, 
and the State of Montana, anda having created and 

built up an organization that is successfully perfor; 


ming these various functions in direct competition 


‘with the large old-estailished companies, in the face 


of real obstacles, I believe the commission will 


s. 


ny ~ bi Oh TO ie t a he 
A Sea Aare i A 4 ee pt 
och eae 5 aids a | 


,, . ’ . oe ba j hg ae Rp } pty as 
ot a reN : heats 

| ly ate We ue ay rea \ St aR | 

SS IR RL i Ti lin eee | 


A sae “ ‘* whl Ne a I ee 
es EW) bolt Sig alt 


iy am Hiv, it | Racy i Gap petqupal ent to auton . 


a al _ * Ui 
bie wii + ty Fonto9 stir x 


wy 


o . A be 
Bea Ae 
peewee 


Ne 


a $5 sft OA ae : a 


= oh ‘art .* ae _ fe ‘ a ie anton coil. a Ra om 
ola tin > Nall at ane amy f te Y Pa lneae 
metry tt rt % Cr) 2s RS q by 
: ; Pe Pe 
‘ a a i 


age 3 howd ee iime ‘nee ow tebom 


rica tien % Las, me 


i 
Ls 


: “Ny ce FS ‘: 
peay. Lie ‘es “a ‘ iyo : ve Sci ah te 
re ne a we ae ae ; a Fi > < : 


my 
is 
i 


er ve 
22. seat ee S 
' 4 i: yes ieee posta: 
? Bat Le 
cPrp ss ‘ 
é te 3 ia 
Sat ay oe MO ' 
see ae ah % ea Le 
<< s y ie = 


pe a; Ta se ire 


| 


aap Bee ae 


poig Es sone: ae sag SAR iad 


pits Spertiy in 2 


* 


Pl ae rele “gee i we aa - 


aoby eat my . bs 2 eOp swatssupnece ‘cana eng | 
iw. coleaimaos ‘add Greloede .aecagitaia joie 208 y 


LA a i . es j 
y . 


iy a 


-d182- 


Plotkins. 


concede me the knowledge and ability to state cor- 
rectly in a simple way whet facts must be ascertained 
énd what methods should be followed to determine 
actual costs and selling prices. 

Before doing so, I should at this time make an 
explanation of why I say "in a simple way". ,The oil 
business primarily consists of producing the raw 
products, transporting them to the refinery, processing, 
and marketing the finished products to the consumer. 
The problem then, as I and eyery company large or small 
faces it in its own business, can be simoly put as --- 
"hat is the least cost at which we can produce or 

purchase crude materials for transport and refine 
them into saleable products and market them, and 

at what price should these products be sold to the 
consumer in order thet we mey provide for what, 

We Wil) agree jiis a fair. return) for) owe ye iiomme. tits, 


and investment." 


If you will, for the purpose (of) thtes dete aiiis mon. 
visualize the problem as steted above and disrevard the 
existence of complicated artificial corporete structures 
or divisions and their system of eceounting, you will 
then be ahle to ascertein accurately the respective 
elements that make up the true costs of producing and 
marketing the various produsts or performing the 
services. 

L.t us assume that you have determined the costs 
anda in your opinion find selling prices excessive and 
you recommend that the governuent of Alberta should 
regulate selling prices to the public. The governinent 


will be faced with the obligetion of fixing minimum endcmaxi- 


ties . ~— 
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L. L. Plotkins. Bee 
mui prices for erude oil, transportation rates,reginory product 
prices, and retail and wholesale rarketing prices, as 
unless all the phases of the industry are thoroughly 
regulated, it will be unfair to the industry for the 
government to enforce selling prices. 

In my opinion, such wholesale regulation would 
create an impossible situation and could not be 
successfully carried out for the following reasons -- 
Costs in all branches of the industry depend on 
conditions and circumstances, partly beyond the 
Gontrol of individuals, most corporations, and the 
Alberta government. The following observations demon- 
strate in my opinion the futility of any such scheme 
of regulation. 

Today we Will say it costs @ major company for 
machinery and labor ;95,0U0.00 to drill a erude oil 
well in Turner Velley ana in a short time improvements 
in drilling equipment and lower costs of materials 
result in cutting 4rilling costs to »60,000.00, and 
better cetermination of the structural conditions of 
the producing horizon, as well as improved acidizing 
and producing methods result in obteining 50% increased 
crude recovery from this well, it follows that if it 
nov’ costs & re jor company Voy to produce a barrel of 
erude in Turner Valley, the costs of production could 
probably be reduced to 90. 4 barrel. 

"9 wilk assume that at the present tims it costs 
a major company in Alberte o0¢ to .refingia Pparre!” of 
Turner Vi-lley crude into gasoline and fuel oil and 
they recover 72% Seat grade gasoline fron that 


— barrel of erude, -and..in a-short time a sompetitor:-of 
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that company installs a ne. processing plant that 
produces 85, ithyl grade gasoline from the sane 
barrel of crude and the cost to the first cumpany of 
producing a gallon of stancerd gasoline which is now 
4¢, is reduced 25j to the second company, not taking 
into consideration the improved quality of the 


product of the new »vlant." 


Oa CRA TRA Before you. Leave that 
it may be of interest to Counsel to mention, while 
it is present in my mind, an article brought to my 
notice by i@jor Lipsett recently in the megazine 
"Portune". Have vou seen that? 

Pee ate Lay On the Houdry process. 
PoC OA Teall: Yes) on the Houdnry 
Process of refining. 


moa 2S whet L.nave in mind, Sir. 'e are in a constant 


flas in this oilL business at the present tine. 


n In the tarketing end, we will say that it now 
costs a major company 3g¢ to distribute a gellon of 
gasoline to the consumer and then by a re-errangenent 
of marketin,, facilities end by a change in policy, the 
costs of distributing of the second company are reduced 
to 2¢ a gallon. 

Let us assume that the government, through this 
commission, decided uncer given conditions that standard 
gasoline shoulc sell for }2¢ a gallon "ex taxes" and one 
company wes able shortly after to sell, because of 
lower erude costs and a new improved process, a 
considerably better gasoline for 10¢ per gallon, would 


the board then say to that company-- "You must sell at 


rf 


nit Le ee RAR 
Licata ae Cts OREN Bai) * 


pas) Baga 
4 i a ? AL f 

es ian = ie 
Hare Ware: ee 
rata air 


Le 


L. 


-3185- 
Plotkins. : 


lé2¢ and penalize the public", or would they permit 

the company With the improved gasoline and lower 

costs to obtein the greater share of the totel business, 
because it puts indirectly the greater margin of profit 
the board forces on it, into extra free services, thereby 
causing the other plants to go out of business? Vinat 
position would the board take under these various 
circunstances? 

Lt must be kept in mind that developments in the 
United States or foreign countries effect our operations, 
and influence our costs and values and to that extent we 
are forced to consider values on the basis of competition, 
Which further complicetes the problems of setting prices 
right down the line. 

6 Will assume that the board orders the-field 
price »~f averege pipe line gravity Turner Valley crude 
to be 1.20 per barrel, and at this price the independent 
refiners in Saskatchewan, Manitoba, or.British Columbie, 
over which the 4lberta board has »o control, can ané 
do secure crude from other sources at a laid down cost 
of higher economic value to them, end as a result of 
eurteiledc market, the cost of producing 8) jar 2G. 
Turner Valley crude oil rises from 75¢ to »1.00, ana 
it is required and decided that the Turner Valley 
erude in the field be sold at 90¢ in order to displace 
the competitive crude. Hov' would the board aet 
with respect to the Alberta selling price of gasoline 
in the light of the inercased cost of producing 
Turner Valley crucae*’ 

I could continue from experience to cite further 
problems of competition, but it is obvious in my 


experiance that the board could not do justice to all 
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parties either in the industry or the public, and that 
government control of prices cannot but result in 

the government throwing up its hands after the industry 
has been completely disorganized under ths attempts of 
the regulatory bodies to control the details of the 
business. For the government to teke over, (even if 
this could be done under our constitution) and go into 
the producing, refining, and marketing end of the oil 
business would, in my opinion, result in higher costs, 
poor quality of products and services and higher 

peiess for the finished products. Go-the pubiice ec 

the industry is obviously too compléx in its operations 
for government management. 

Our only alternative, under our present <compe t- 
Jouve System, insofar as 1t applies to Alverta waste 
treat the problem on the principle that legitimate 
business is, (within the law) better able to deal 
with its problems than the government and is entitled 
to all the legitimete profits it can make and to this 
theory I surscribe conditionally. 


Let us examine in principle this method of doing 


bestness,.as it is, in My considered opinion, the ideal 


and the natural way, for the oil industry in Alberta 
and Canada to meet ever changing technicel conditions, 
constantly improve its products, and lower costs of 
production as well as serve the public better and at 
less cost. 

This method is really the application of the 
natural lew cf ‘raison d'etre" and "Survival of the 
fittest", and if not artificially prevented or 


interfered with, does result in the greatest good to 
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the greatest number of people and in the production 
of constently better products and services at lower 
costs to the consuming public, for the following 
reasons. #4 monopoly cé:nnrot possibly exist (in Canada 
except by perversion of the lew) under a free competitive 
System, except on the basis of one unit of the industry 
giving the public e better product or service for less 
money, and until another unit cen and does devise methods 
and mezns of producing and giving a better product or 
as good for less money, the first firm in the natural 
scheme of things will continue to monopolize the 
greater part of the business, supply the soods, and 
enjoy its profits. 

By actual experience, we know that a practical 
monopoly, legitimate and based on greater services, 
cannot under constently changing technological 
improvements and the flux of one product of indstry 
displacing another when it can perform the service 
better, cannot exist for very lonz and we can, for the 
purposes of this inquiry, safely assume that the major 
companies have no monopoly on breins in the form of 
technological or mansgement ability. . 

Here in the Province of Alberts, we have an oil 
industry completely inteszreted within the bord:-rs of 
the provinee, with its own crude supply, refineries, 
transport and marketing facilities, and apart from 

such as patents and certain eguipment 


minor factors, 

and supplies, can perfor all the required functions 

from well to consumer entirely from its own resources. 
The problem of the commission then is to determine 


if the principle of competition, on the basis of "survival 
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of the fittest", is effeetive in Alberta, whioh 
principle normelly results in giving the public 
petroleum: products and services at reasonable prices 
and prevents price fixing and monopoly, and determine 
if all the people engaged in producing, transporting, 
refining, and distributing arc enjoying an equal 
opportunity to compete in any or all the phases of 
the industry; that is, are the independent locl 
Gompanics and indivicuals on an egual competitive 
basis with one or all of the major companies, or are 
they placed in such a position that it is practically 
impossible for them to play their part in a natural 
Wey in preventing the buliding up of a practical 
monopoly in Alberta in this industry. 

To answer these questions fully and ascertain 
the facts, insofar as the operations of the »otandard 
Oil company of Kew Jersey and its subsiciaries and 
other major companies in Alberta are concerned, the 
commission should disregard the existence of 
arbitrary overlapping corporate structures, under which 
they at present carry on as well as in 4 measure 
ignore the regular accounting records of these operating 
companies, and ascertain what it does in actual fact 
cost them to produce and market the products and 
services, end by what methods they are able to obtain 
the ee to set prices and values and maintain, what 
amounts in actual practice, to absolute domination 
of prices for erude and the conditions of sale of 


refined products. 


To answer these questions fully, the commission 
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should not investigate each phase of the industry 

by arbitrary overlapping corporete divisions, .but 

the industry's activities as a whole in their rm tural 
order, and then co-ordinate them, as setting pipe line 
rates alone means exactly nothing in the end: either 

to the public or the industry (unless it is co-ordinated 
with all the other phases), but ascertaining the 
fundamentals of the whole business from stert to finish 
will show the conditions that are forced on the 
independent portion of Alberta industry and the public 
as a whole. 

&il..of the physical work required to actually drill 
the wells, produce and proc3ss the oil into products to 
be delivered to the consumer, is the sum of very simplc, 
well understood, naturel actions of labor and thought 
applied to the task at hand step by step, until the 
products are actually delivered to the consumer. 

There is no nystery in the processes, either in 
the efforts required or in the results to be expected, 
and on the averege the risk involved in the unknown 
factors or the percentage of error in dealing with 
any of the imponderebles is determined accurately 
by major and well-organized independent companies in 
the light of averags experience, and provided for in 
the final estimated costs. 

The sun total of the iultitude of simple steps 
taken by the industry in performing its functions 
constitutes a highly scientific complex organisn,, 
and successful co-ordination int. @ harmonious and 
working whole requires able generalship and a general 


staff of highly specialized division officers as well 
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as a properly trained personnel. 

But when it is all said and done, after all, no 
matter how scientific (science is best defined and is the 
orderly errangement of knowledge or simple facts) or 
complex (it becomes complex only when we co-ordinate 
for use the application of a series of simple related 
facts into a working whole) the organism is, we ean dissect 
its component parts in order to determine costs and 
values. 

The problem of ascertaining true costs that I have 
pictured to you, is not exactly a Simple one, if we take 
into consideration the conuplicated corporate structures 
that have been built up by the major companies in 
order to produce and market petroleum products, and 
which we should in this instance disregard, but once 
each element or step in the process structure is ascer- 
tsined, described, analyzed, and correlated with the 
next step and with the whole and final costs arrived 
at, the answers will be found to the many questions, 
apart from costs and selligg prices, the commission 
is considering. 

&Ye prices to the public for products reasonabls 
or excessive? Axe there too many companies with 
exeessive distributing facilities to artificially 
inerease distributing costs: Is the production 
of crude unlawfully controlled to the detriment of 
the independent companies or the publics Is competi- 
tion in the refining and marketing of petroleum products 
by independents erushed or controlled to the detriment 
of the independent and the public’ Do the present 


lews of Alberta and Canada tend to or prevent the . 


~ 


al 
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independent peneence from effectively competing with 
the ma jor companies’? Ave strong-arm methods used by 
the ma jor companies in wiping out or preyenting cou- 
petition? Are prices of crude and refined products 
unlawfully fixed by: Standard Oil of New Jersey through 
its Alberta subsidiaries? Is the engineering firm of 
Ford, Bacon and Davis of which Mr. Udgar G. Hill is 
an employee of; a part of the Standard Oil system 
of engineéring appraisal legal and management firms 
owned jointly or individually by Standard Oil 
Companies Is the engineering firm which employed Dr. 
Boatright and Mr. Knode, Chairmen of the Conservation 
Board, also in the same category? 

In the true answers to all these questions, you 

Wiill.in my opinion find most of the reasons (tor tne 
Situation that exists in Alberte and why competition 
by independent Alberta companies to otandard Oil 


Companies is stifled." 


& PR. GCOMMISSI Osa LIPsitrT: What do you mean by 
asking are the prices of crude and refined products 
unlawfully fixed? 

4 Do you refer to the laws of Alberta or Canada? 

Q There is no suggestion of any unlawful act is there’ 

A If they conspired together or through the neans at 


their disposal are able to impose a price, my under- 
standing is it is in defiance of the laws of the country 
which prohibit a monopoly and prohibit any company from 
ereating any condition that they can Pix prices. Because 
that is the whole matter, is the fixing of prices. 


Without the ability to fix the price, the whole structure 


topples. 
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Werte £LOTKINGE. 
. It will also become apparent why Alberta and 
Dominicn government legislation to remedy the obvious 
ills of the industry are neutralized and made ineffective 
and in the end accomplish exactly nothing, but have 
instead the effect of placing the independent companies 
more and more into a straight jacket and further curtail 
their legitimeto competition. 

It will show you how and why the petroleum wealth 
of the provinge is now completely under the control of 
St-ndard Oil and managed so as to drain 75% of it, 
as clear profit to the major companies, which profits 
are withdrawn, when it suits their purpose, from the 

country and escape the payment of taxes to the 
detriment of our national and provincial economy. 

In this review I have necesssrily covered the 
Subject in an objective way, as guidance for the 
commission in investigating this industry, and I 
believe they will fail in their duty to the govern- 
ment and the citizens of Alberta if they do not do 
their best to return unequivocal ahswers to the 
questions I have propounded, as for my part, I have 
made up my mind and I am in conscience bound to put 
forth ell efforts in my power towards bring ing 
about a remedy for the ills under which we, the 
independents in the industry and the people of 
Alberte and Canada suffer, no matter what time 
or expense is required. 

If the commission finds a wide discrepancy 
between the cost of production and distribution 
and the price paid by the public not reflected 
in the reported profits of the corporations, and 


if it ts found that the Standard Oil of New Jersey 
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and its subsidiaries and other major companies 

have, through unlawful means, created non-competitive 
Gonditions and thereby obtained profits which otherwise 
would not be accrued to them, and have as a result of 
their complicated overlepping corporate accounting 
evaded the payment of lawful income and other taxes, 
and if it is found that they conspired illegally 

and earried on their business in such @ manner as to 
crush or prevent competition, then it is suggested 

that the coumission should recommend immediate 

drastic action by the Provincial and Dominion govern- 
ments under the eriminal code of Canada and that the 
competent authorities take steps to reestablish the 
entire oil industry in Alberta and Canada on a true 
competitive besis, not by further legislation, but by 
rescinding the existing restrictive statutes under which 
this artificial competitive system has bem oreated 


and protected by existing laws. 
respectfully submitted, " 


Now I am going to deal with the pipe line. 

TH CHAIR AAW: It is very good of you 

to come to that. In the meantime you have by 

innuendo and indirect statements suggested criminality. 
Later are you supporting your chcorges with evidence? 
Pewee aw GUS) DEMS, ole. 

This is just to prepare us for what is to come’ 

Yos Sir. 

Ho raghiis ‘@ will come to the pipe line. Just one more 
question is suggested to me. There is @ suggestion here 


that the firm of which «r. mill is a member, and who was 
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a witness before us, as well as the firm of which Dr. 
Boatright is a member, are perhaps controlled by tte 
Standard Oil of New Jersey. Why didn't you ask then 
when they were in the witness box if you- had such a 
Suspicion’ 

Lam not at this time in a position, at least I do 

not believe it is wise for me at this time to go into 
these matters because unless I am able to prove..... 
You are making an assertion against or at least with 
regard to two men? 

two Tairms. 

“Why didn't you ask the witnesses who were in the box as 
to whether or not that was true? 

Iwas not ina position at that time to ask intelligent 
questions and support eae I will be when the time 
comes to do that, 

When these people are not here to make their answers, 
You wan bring them back if you see fit, if the Commission 
sees fit. 

41l1-I want to make quite clear to you, ir. Plotkins, 

4s that in the Courts of this sountry and before this 
Commission we do not expect to predicate our findings 
upon any wild statements? 

I realize that. 

Wie will now expect you, having made the observations you 
have, to endeavour to support them: 

That is correct. 

If you desire to heve your evidence considered of value, 
bye this Bo. rd? 


Yes Site 


I still an, notwithstending your explanation at a loss 
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to understand, if you believe it to be so, why you 
should not have asked Mr.Hill and Dr. Boatright, 
as to whether cr not their firms were controlled by 
the Standard Oil of New Jersey. It was a simple question, 
easily put, quite as easily put as making the insinuections 
with regard to them as you now put forward. 

b For the time being I think I will have to aecept your 
epservetions, Sir. 

Q You certainly will. Now proceed with your pipe lines. 

4A Perhaps at this time it would be pertinent to make an 


explanation, after thinking the matter over. I asked, 
Torough my solicitor, ‘to’ have ean interview, -e’ privece 
interview with Commission Counsel, lir.Frawley, and 

tell him thet I had private confidential information 

to submit, thet I fait shoulda be submitted in private 

as it would prejudice my later representations at this 
stage, and as far as I know it was not considered 
necessary to do so, end that is why 1 am in this position 
at this time. 


TH: CHATRIIAT: All right. 


Go to Page 3196). 
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"Calgary, Alberta, 


January 17, 1939. 


EVIDENCS GIVEN TO McGILLIVRAY COMMIS:ION 
Pipe Line rhase. | 


After it appeared reasonably certain in 1937 that sufficient 
crude oi] would be produced in Turner Valley to care for Alberta 
requirements, we made renresentztions to the Alberta xuthorities 
extending over most of the year 1937 to secure the promulgation 
as law of then existing nine line act and asked that regulations 
be set un to make the act workable and the facilities of the 
Royalite pine line made availsble to independent refiners and 
producers under a properly published public tariff. 

These representations to the Department of Lands and itdnes 
and the Public Utilities Commission did not produce any concrete 
results except continued promises and delay. In the meantime it 
Was costing us 35¢ a barrel to transport our crude by truck from 
Turner Valley to Calgary apart from the fact that it was 
difficult to secure enough tank trucks and penalized our company 
to the extent of 20¢ a barrel, making it in Dart impossible for 
us to compete on an equal basis with the Imperial and B. A. 
Companies in the refining and marketing of our products. 

We finally came to the conclusion that our best plan was 
to forget about the government and negotiate direct with the 
Royalite comeany for the best deal we could get on purehssing 
our requirements of crude oi] and having 1t transsorted through 
the Royalite sine line to our refinery in Calgary. 

We accordingly communicated with imperial Oil Limited 
(see correspondence Nov. 12, 13, 50 and Dee. 30, 31) through 
Meee. ine L20OLre, Superintendent of the Calgary Refinery, and 
this resulted in Imperial Oil Limited selling us crude at 1.728¢ 
ner barrel for 48/49 gravity, 7.0.8. the Imperial Refinery in 


Rast Calgary. This necessitated our transporting the crude by 
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tanx truck from their refinery to our refinery at an a@itional 
cost to us of 9¢ per barrel (plus the extra investment in tank 


truck equipment) 


#€ were informed at the time that the existing pipe line 


the »rrangement referred to above was fairly tentative and was on 
a month-to-month basis subject to their own requirements and 
prior commitments (this meant that we were put in a position 
where we could not offend the Imperial Company without risking 

to lose our supply). This temporary condition was to be 
clarified when the new 6" trunk pipe Line, then being under 
ecoustruction, was completed. 

Along the first of the year 1938 we were advised by phone 
Dy iim. C. i. woore that in future our dealings would be direct 
with Royalite OPE Coupany. We then continued our negotiations 
wien Mr. McLeod, President of the Royalite Oil Comcany, our aim 
being to secure a direct connection on the trunk pipe line and 
Obtain a contract basis covering the gathering, storing,and 
delivering of the crude oil to our tanks in Calgary. 

Our aim was to secure a separate pipe line agreement with 
Royalite Oil Gompany as we would then be free to buy our crude 
on the open mark«t and, if this could be i:ecommlished, our 
marketing operations would be less subject to the marketing 
influence of Imperial O11. 

Following an interview with .r. iicbeod, we accordingly 
advised the Royalite 011 Co.nany by letter on Jganuery Ll, 1938, 
of our desire to secure a direct pipe Line “connection and 
requested a definite pipe line tariff amrangement with them. 
This letter and other interviews With Mr. wAcLeod and Wr. C. 4M. 
rther temporary arrangements whereby we were 


Moore resulted in fu 


to have our crude oil purchases delivered from the Imperial 
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Refinery in Hast Calgary to our refinery through the existing 
2" line connecting the Imp:rial with the Bell refinery which 
joins our refinery property on the North by extending this line 
1,500 feet at our exvense and the rate for this ouaping that was 
imposed was an extra 6¢ ver barrel payable to the Imperial Oil 
Limited or a total of 2l¢ and we were to accept the deliveries 
at the convenience of Imperial Oil. 

We have continuously protested for a direct connection and 
against this rate of 6¢ a barrel additional over the regular 
pipe line rate, especially as the gauging for both our deliveries 
and the Bell's purchases of erude and finished products was 
performed bv the Watchman at the Reg-l plant nearby, the cost. to 
Poerial of pumping this crude to us being ascertained ‘by our 
engineers spread over the season's deliveries as under 1g per 
barrel. 

In april, 1938, we discontinued purchasing our erude from 
Royalite as we had made a contract with the Sunburst 011 Company 
Limited, an independent producer, for the output of their #1 
well in Turner Valley with an initial »roduction of 900 barrels 
daily. This well took care of all our requirements and enabled 
us to ship crude oil over and above our own refinery needs to 
two other independent refineries, one in Saskatchewan, and one 
in Northern Alberta. 

With our own controlled supply of crude oil in Turner Valley, 
our relationship with Imperial Oil Limited and Royalite underwent 
a complete change, and we found that where we shipped Turner 
Valley crude to our refinery customers, we were better off {as 
long *s we could not get a direct trunk line connection) to vay 
Tmsnerial Oil 5¢ a barrel to load. our tank ears. direcet ary tie 
ast Calgary, as if we did this loading 
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which we figure at between lg and 13¢ a barrel. 

The result of this extra 6¢ a barrel and o¢ loading charge 
and the fact that we now controlled our own crude supoly, made it 
profitable for us to truck the crude ourselves from Turner Valley 
into our refinery in Calgary whenever our trucking ecuipiment was 
not more profitably employed. 

another cOmplication set in at that time in our dealings 
With Royalite. at that time there was no government Conservation 
Board and any restriction on production placed on producing wells 
was imposed by Royalite and B. A. on its contract holders and aa 
Imperial or Royalite had not a contr:ect on the production of 
Sunburst No. 1 Well, this well was allowed to produce to its 
optimum, as we could market 311 such production. At this time 
Royalite pipe line officials refused to accept more than the amount 
of crude they calculated would be produced. if th: well was 
under contract to them. First the plea was that the existing 
bape Line could aot handle any more crude and ‘that we were 
Sharing in its carrying capacity. Then, when the 6” line was 
finished, we were frankly advised that Royalite would only 
fransport the same percentage of crude oil in relation to 
potential as determined by government engineers as they pur- 
chased from their contract holders. Under these conditions, 
we decided to truck the difference between the Imperial 
allowable and this production of the well. 

We also continued to transport bY tank truck the production 
under contract to us of the Hylo were part of the Fublix and 
structure cei i in Turner Valley, these wells producing high 
gravity crude or ee as it was more profitable to purchase 
eect from the wells and truck the production, as purchasing 
high gravity crude from Imperial O11 was prohibitive. 


Our records show that for eleven months ending November 30, 
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1938, we ourchased 115,695 barrels of crude in Turner Valley and 
1,807 barrels of plant naptha, a total of 127,502 barrels that 
normally, with a pine line rate of 15¢ a barrel; would have gone 
through the Royalite pipe line and paid them a revenue of 
pl9,125.50 plus $616.70 we paid Imperial for loading cars for 
our rccount, and not to mention the profit on overages. 

aS a result of the high rates charged our comoany and the 
refusal to transport the oil vroduced over their allowable, we 
only shinped by Rovalte line 63,643 barrels or less than 50% 
of the crude aid slant >roducts we nurchased in Tur er Valley 
and this figure would hive been further reduced if we had been 
able to obtain our oWn »roduction earlier in the year. 

The high pipe line and handling charge was also a direct 
@fuse of cur company purchasing a further 24,827 barrels or 
finished gasoline in .iontana, Which, had we manv*actured this 
Surselves,. would have required an additional 53,750 barrels of 
Turner Valley crude on the basis.of 2l¢ per barrel pipe line 
cost the laid down cost of crude oil in our refinery mede it 
unprofitable to invest in cracking equipment in 1937. 

As matters stand at present, the Royalite O11 Company has, 
through Mr. MeLeod the president, tentatively agreed to give 
uS a direct connection with the trunk pipe line and it is 
understood we will be given a contract in writing covering raves, 
storages, loading and handling, and clearing balances on month 
Sfac,,co that our busiaess Will be on @ Stable nipe Line basis 
instead of on suffrsrance as at nresent. Mee Cpe Terence OT. 6¢ 
a barrel that we will save in’ 1939 on our estimated reqvirements 
of 200,000 barrels of crude will amount to $12,000.00, not taking 


into account the saving in loading tank cars depending on the 


number of cars we snip. 


I want to read a letter dated June 24, 1968, addressed to 
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the Public Utilities Commission. This letter outlines the 
PresenG pipe line situation as it affects our onerations and 
our position tod-y is exactly the sane." 

WITNESS: That, is) on the back wit vie a 
letter to Judge Carpenter, it is the fourth sheet from the end, 
dated the 24th of June, 1938. | 

"Judge Carpenter, Chairman, 

Board of rublic Utilities, 

a DMONTON, Alberta. 

Dear Sir:- 

Thanks for the time you afforded me on Friday after- 
noon, June 10th, to briefly outline my problems and also for the 
information you were good enough to give me with respect to the 
Pipe Line Act as it now stands. 

It is evident that the present act and the existing 
regulations thereunder, outside of engineering and related 
technical mitters, cover only the mayter of making a pipe line 
a common carrier and setting carrying rates. AS -explained 
GO you, the related matters of regulating field and terminal 
Puorage and setting up of a tariff of ch:rges to, be made .by 
the nine line comnany for these services, have not been provided 
for in the present 2ct with the result that the nipe line comnany 
now imsoses co..ditions of storage and delivery that are arbitrary 
and exorbitant and prevent us from obtaining the advantages 
that should accrue in having the oil transported by »ine line 
instead of by truck. 

Our case Will illustrate tnis. On april 1, 1938, we 
purchased under contract the entire production of the #1 well 
of the Sunburst Oil Gompany in Turner Valley and endeavored to 
make arrangements with the Royalite Oil Company for tne 
gathering and delivering of this production fron the tank at 
the Sunburst lease in Turner Valley to our refirmery site in 


Calgary. je were informed by the officials of the company that 
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no provisions existed for gathering and transporting any 

crude oi] other than the purchases of the imperial and British 
american Uil Companies but the matter would be referred to their 
heag@ office in Toronto. We were later advised th>t the Royalite 
Vil Company would accent only an amount of erude oil equal to 
the prorated amount purchased from time to time by the Royalite 
Oil Company from their contract holders. ‘ie were also informed 
that a rate of 15¢ per barrel would be charged us for gathering 
and transporting the crude oil from the field in Turner Valley 

oS the Imperial Refinery at Calgary and that this rate would 
not include storing, handling, and delivering at the t-rminal 

in Calgary. 

Aamuriner cheree would) o¢ awnade- 0f.5¢) ery Vernretemee tories: 
mandling, aid loading intc tank cars on the railroad and 69 per 
Beerrew Tor stori.g, handling, nd delivering from, the iimrerial 
Wi Refinery in Calgary to the Lion Refinery in, @leory -==4 
distance of 11,500 feet -- providing our colipany completed the 
pipe line from its terminus at the Bell Refining Company to our 
storage tanks -- a distance of 1,500 feet. 

We requested the Royalite O,1 Company to advise us whether 
the above rates of 5 and 6¢ per barrel included the 30 days' 
free storage usually provided by pipe line companies with which 
our wells in Montana are connected and to state the cherges and 
conditions for storing oil after thirty days and asked that a 
copy of their pipe line teriff, defining our mutual rights and 
be furnished us -- we were informed that a form of 


obligations, 


contract would » worked out and submitted for our acnroval. 


Tj date this form of contract has not yt been submitted to us. 


ss moving oil by nfpe line is much “ore satisfactory, 


efficient and economical than other present methods, we should 
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be entitled to ship our 0/1 by pine line on reasonable conditions 
and we would ask for 4 public inguiry to determine the corditions 
under which the crude oil and gxs nine lines should be operated. 
we enclose for your guidance conies of tariffs of 
typical Montana pipe line companies and no doubt by referrirg 
to the proper authorities in Montana, you should be able to 
secure conies of their acts and regulations governing crude 9il 
and g-S sine lines operated as common carriers. 

aS this question of pipe line operations is a vital 
part of the cost of gathering, processing and marketing the 
products of crude Sil, it should not be treated by the Alberta 
government as a separate entity but co-ordinated with the laws 
and regulations governing the other phases of the industry. 

As there is now constituted a Conservation Board that 
is empowered to direct almost all the activities of the oil 
industry, thet Board in our opinion should be charged with the 
duties of administering the regulations under which the common 
carrier pipe lines operate both for gas amd oil lines. 

4s we have ynointed out in our previous letters, 
consider :ble delays seem to develor in getting any action from 
the government with regards to these various m>tters and these 
low delays stifle individual initiatives and react to the 
advantage of the big companies and I would respectfully ask 
thot ection be taken at once to hold an inquiry and pass 
regulations so that we obtain the use of the pipe lines on an 
equitable basis at an early date. 

Yours respectfully," 
" Digressing a moment fram crude 
911 pipe line transportation, I may be permitted to mention 
briefly that Imperial Cil Refinery enjoys the use of the Calgary 


Gas company pipe line fram Turner Valley to Calgary and that the 
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Refinery is supplied with all its requirements of netural gas 
at a flat nominal charge for transportation only and no doubt 
the B. 1. Refinery will enjoy the same orivileges. 

This arrangement has the effect of material savings on 
the cost of refining crude oil as besides saving the ‘cost of fuel 
Oil thet would otherwise be burned, no 8% Dominion seles tax is 
payable on gas burned as fuel, whereas we are assessed and pay 
8% Domirion sales tax on the fuel oil we Soe to “POCeSs our 
peude Oj]. 

AG this time we wont to tike this opportunity a. 
expressing our entire satisfaction with the zipe line service 
end with she caoible and efficient way the officials and 
eliployees of the Royalite pipe Line carry out their duties and 
Baly hope that they will coutinue to give us the same courteous 
myaletficient service they have given us in, the past. 

Resuming, our position 4S Jno ei) Olea rly ga VG 
Poermotepter to .iir. J. J. Frawley dated December oO. 1950. wach 
is enclosed." 

That is the last letter, and I think it is important that I 
Should read it, it is addressed to“iir. J. J. Brawley, 

Court House, Calgary, ilberta." and it is dated December 9th,1938. 
Baeer tir. Frewley:- 

Speaking for our refining company which uses the 
Royalite pipe line uo have the, crude, Ole oo renas castro one 


yroducer 2athered in Turner Valley and delivered into our re- 
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legally declared a common eirrier and its rights, duties and 


: oO r q ‘ned as they a ine | 
obligations properly defined as they are defined under the 
montane Statute in respect to oil pipe kines >and an Anproved 


tariff sublished covering eonditions and rates for transcortation, 
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storage and handling pipeline connections and other relevant 
matters such ap roval by the Conservation Bo»rd to be made 
only after a proper hearing, 

We ask that as the pipe line is the most efficient 
method of transporting and handling oil, and as it performs 
this service at considerably less cost than other known methods, 
that rates should be set by the company and approved by the 
Conservation Board on a basis of cost plus a reasonable profit 
on the theory that it is performing a public service in exchange 
for privileges granted by the Province under its Charter of 
Incorporation, and the industry and the public is entitled to 
receive the reduced cost benefits that accrue in this method of 
Peanspert tion by being reflected tn reduced charges. 

In the matter of storarce, we ask that the Royalite 
®ipe line provide @ reasonable aiount of storare space and accent 
Of) for storage in »roportion to reserve stock requirements, taking 
Mato account our marketing conditions and tht rates be set by 
the Royalite after approval by the Board after a public hearing 
based on cost and a reasonable profit and in keeping with similar 
rutes in ..ontana. 

We Wish to point out that these requests are based on 
a free crude market where each producer and refiner looks after 
his own market requirements, but while we operate under the system 
of government proration of production to market, the Imperial 0i1 
Limited end the Ryalite pipe line are in the position of a common 
earrier and purchaser and there is no reason for anyone outSide of 
the pipe line company to accumulate crude oil in storage. 
We would ask that the pipe line company give our 
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refinery a direct cornection with the main line and eliminate the 


present burden of 6é¢g a barrel additional we now-pay over the 15¢ 
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to have our oil delivered fron Imperial Cil refinery to our 
refinery, a distance of two niles. 

This additicnual handling is woolly unnecessary and 
burdens us with additional expense of $24.00 ser day over and 
above regular pipe line charges of 15¢ ver barrel and is unjus- 
tified except on the grounds that we are a competitor of Imperial 
Oil and any increased costs they can burden us with makes it that 
much more difficult for us to compete with them and give them 
additional revenue, besides other disabilities we may suffer by 
eevting inferior crude for our purpose out of Impérial refinery 
tanks instead of streight out of the pipe line. 

We offered to instell the necessary 1,500 feet of line 
from the main line to our tanks and install the line and tanks to 
their engineer's specifications and directions but this was re- 
mesed Of grounds of policy. ‘This extra cherge of 6¢ 4 Darrel 
Meres 1G imaossible for us to shib sur oWn ¢rude in tank cars 72 our 
Customers and forces us to vay 5¢ a barrel to Imserial Gil to 
nerform this service for us th.t we can do ourselves fa about 
l¢g a borrel, besides giving them viluable information as to whom 
we ship. 

as we have been pressing this matter of sine line tariff 
Since December 30, 1937, or about one yeir, by numerous requests 
+9 all the authorities concerned, with absolutely no results to 
date, would it not be possible to get some action without waiting 
for the coOmmission reports, at least in the matters requested 
apart from the question of rates, th.t is whether they are 
ressonable or otherwise. I would appreciate being advised when 


you want me to present my brief on this pipe line question. 


Yours truly, 


Leon L. PLOteinaa 
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"In considering the matter of pipe line rates and regulations, 
it should be borne in mi:@ thot the Rovalite pipe line is »rimarily 
engaged in transoorting the crude recuirements of Imperial ci 
and it is not unnatural to exvect that Innerial O41 Limited 
Will use the pipe line to secure additional revenues and wherever 
possible to hamper, har ss, and eontrol the Onerations of 
Coipetitors, 

in Turner Valley this is exvressed by setting market allow- 
Ppbes in co-operation With B. a. Oil Sommany that effectively 
regulates the income of contracted indensendent wells and (where 
monies have been advanced) prepare the way for their acquisition 
or control on their own terms so that their production does not 
become avilable to independent refiners. 

the Hoyalite, by various methods at their disposal in 
eonmbination with Imperial who make it their business to control 
directly or indirectly the markets for refined products and 
Pad@arectiy the major part of the crude, in order to have the 
Meeisputed power to set the field >rice, can ectueliy sroduce 
and acquire crude oil at unbelievably low cost vrices. 

The pipe line facilities of the Royalite Oj1 Gompany is orly 
one of the wany feetors that are available to Imperial Oil 
Moma ted for maintaining and imposing: its Will 228 orices of Crude 
and finished products on the sroducers and the rest of the 
industry; it is our opinion thav as it is not possible in 
practice to separate entirely the activities of whe Sine ine 
division from the balance of Royalite activities, the pipe line 
division should be treated as a public utility and a rate set 
that will amortize the actual investment at cost over a time in 


keeping ah circumstances plus reasonable allowances for 


administration, operation, and maintenance and 8% interest, an& 
i il af 9 eee 


this we believe based on our ealeulations of investment and 


1. ari 
expenses would be obtained by a rate of Sg¢g a barrel, and with 
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respect to deductions for pine line losses, our suggestion 
would be to have the overagés or shortages made up periodically 
prorata to the shispers. 

In ooncluding we submit the following. “The Royalite Cozpany, 
through its operation of the nine linc, uses its power of inter- 
fering in indevendent business by refusing to transport 
inderendent crude <roduced excent it conform to their crorated 
nroduction rates »reviously imposed by themselves now, it is 
be hoped temporarily, imposed by the Cons:rvation Bo=rd through 
their “iominations, no high gravity separator naphtha or plant 
naphtha is available at pipe line price to the independent 
Pefaner as they, the Rovalite, have it.practically aLl under 
contract and will not seil it at any price, and provision should 
be made to heave a pipe line rate set for trensportation of 
separator and plant saptha when available to independent refiners.” 

What I mean tnere, there are three 
products being transported in Turner Valley and so far we have 
only talked about crude and endeavoured to paint the picture 
that all lines were necessary for crude and, therefore, the 
investment in the Whole should be considered. 

"By csusing the laid down cost of crude to be relatively 
high to the indenendent refiner with a narrow spread between 
eost of crude oil and the comeetitive market v-lue of refined 
products the Imperial, through their control of Roy lite nipe 
line, can and do control the competitive activities of independent 
refiners and wrketers who are thereby prevented fran obtzining 
crude oil from independent producers direct and from investing 
in crackirg equipment to produce standard gasoline and ithyl 
cannot justify the investment and is thereby 


products, aS ne 


confined to the production of second grede fuels with restricted 


markets and forced to purchase his standard and uthyl gasolines 
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from Imperial directly or indirectly at high prices with no 
Or oL. 6 DO himsel f, 

Vhile it is true thet we represent a small percentage of 
the total industry, we wish to correct the impression that the 
operations of our companies are very smal] or insignificant, 
and to illustrate, will quote a few figures from our records -- 
Lion Oils Limited, Lion Refining Company 2nd Lion Transport 
Company, the refining, marketing and transporting end of the 
business for the year ending December 31, 1938. 

Sales exclusive of 7¢ Provincial gasoline taxes and income 
from trucking operations totalled $658,872.41, and paid salaries 
and Wages to an average of thirty employees totalled $44,187.43, 
and we believe that we should be given the same consideration 
as>ther large companies eng:ged in this 011 industry if it is 
intended to foster the development of a free and efficient 
native oil industry, as it is our opinion thet given a free 
field in which to work, we can successfully meet any major 
company competition. 

Respectfully submitted 


"Leon L. Plotkins"®™ " 


Now, I have given tables here 
showing our purchases from the various sources in gallons and 
in barrels and their value and for the purposes of showing 
that the average through-put that we would have, that the 
average amount of crude we would have put through the pipe line 
in 1937 if conditions had been favourable, would have been 
420.72 barrels per day as an average for 565 days. 

Q MAJOR LIPSETT: Is that the total of the first 
two columns, the Imperial O11 and the Hylo erude? 
A sna the Hylo, and the Texas Company, and so forth, we 


pought from apparently nine companies, our requirements, 
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some in Alberta, most of than in Alberta and some in 
Montana. Then we have another table of actually what did 
go through the Imperial O11 and through the Royalite 
pipeline and hoy many barrels were -urchased from Royalite 
along with what we »urchased fran other producers or sellers, 
and I have a note here 
"Difference between crude delivered to pipeline 
and crude delivered to refinery and loaded on tank 
cars amounting to 17,689.62 barrels was surchased 
Pron iiiperial Gil: endepaddar an, 
That is the amount which we needed over and above the amount 
we bought elsewhere to take care of our requirements and..... 
Q pas OR: LIFSAT? ; The first column of 49,954, 
was that what went through the pipelinc? 
A That is the third column, crude delivered to tank cars, 
the third column is what the Imperial for our account 


delivered or loaded into tank cars, 12,335.70 barrels. 


Q And then the centre column is what went to your refinery? 
A, That is what the Imperial delivered, thit.is what the 


Royalite and the Imrerial delivered to cur refinery, 
51,509.92 barrels. 
Q, Does that inelude the 45,954 in the Tirst col wun? 
the 45,954 is what we delivered, that is what crude 
oil we purchased from the Sunturst well, and delivered to 
the Royalite for delivery to us, and that is why I made 
the note at the bottom, that we hed to purchase 17,000 odd 
barrels to make up what they delivered to our refinery, 
and what they put to our account, because the oil whi ch 
we had purchased frou Sunburst Was hoy Sente. sa. » 
That is whet I was asking, Mir. rlotkins, this 45,954 
dGelivered to the sipeline is included in the 51,309 which 
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A That is correct, 

Q Fron the pipeline? 

A Yes. 

Q -lus what you got from Imperial? 

A thet 16 it, and the bottom ficures is what we actually pa id 


to the Royalite for transportation ind handling. 

G MR. FR..wLay: Mr. slotkins, I was exnecting 
you were here to-day to make some comments on the viveline 
ohise of this Enquiry, so that there will be no misunder- 
Standing about it, you delivered to me some time ago that 
part of the brief which begins “ripe Line Phase", dated 
January 17, 1959? 

A That is correct. 

Q And a few days ago, in fact you delivered to me within the 
last, just at the week-end, I think, the new document 
beginning, dated January 26th, and occupying the first 
paki uog Elis brPLery 

A TaatioLe Correct. 

Q Now, I do not intend, certainly at this stage, to ask you 
anything about the general comments here, with just one 
exception, because there may be a time and place if it is 
considered neccessary at all, to question you about the 
other matters covered in your »>rief, but I do want to ask 
you this, have you g@t any g@ood reason for saying that the 
Chairman of the Conservation Board is, or the firm of which 
he is a member, the engineering firm of which he isa 


member, is under the domination and control of the Standard 


Gil Company of New Jersey? 
I will answer that question in this way, 1 do not think 
you people should be quite so concerned about the statements 


I have made, if you take into cosideration the fact that 


the amer 


{can government some years age investigated the 
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activities of Standard Oil am at that time it was found 
that the very facts that I am.. 


Books s) Plotkine; $49 
the features which I am now bringing forth took place. 

Mr. rlotkins, did any American investigating committee 
fim that Mr. W. F. Knode or the firm of Parker, Knode, 
Foran & Boatright were in any way under the domination or 
control of Standard Oj1 of New Jersey? 

No, they didn't. Possibly théy didvnot)emieuiat that time 


as a firm, but similar firms existed. 


dhet I want to knor is th:t thy, because they found some 
engineering firms in the petroleum industry were dominated 
by the Standsrd 011 Comoany of New Jorsey, that vou make 
the statement in this brief, or ask the questiion, 

that this firm with Which Mr. Bknode as connected "is alee 
dominated by the Standard O11 Company of New Jersey? 

io, no’, that is not the main reason why Pf a: 7 thaw. ie 
is obvious, on the development, to my knowledge, during 
the last few months, when the time comes, when the 
Commission finally deals with conclusions, that is the 
proper time for me to show the relationship between the 
different activities of the industry and why conditions 


exist as they exist to-day. 


The time, Mr. vlotkins, so far’ es Diem eoncernen, Vs tor you 


to say "Yes" or "No", have you any evidence to offer to the 


Commission, either now or at any other time, evidence to 
show thit the petroleum enginecring firm with which Mr. 
Knode and Dr. Boatright are members, is dominated fy the 
Standard Oil Gomnany of New Jersey, or under their control 
in any way? 


T have not at this time. 
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MR. FRALEY: Can I ask the same question 
respecting the engineering firm Wren Dr. Bea tright 
ts-connecicd? 

No, thet firm is ina different relationship. It is 
common knowledge in the industry in the United otates 
that the firm of Ford, Bacon & Davis is an appendage, 
that is the proper word, of Standard Oils. Wow nec- 
essarily one Standard Oil Company but. of the group 

of Standard Oil Companies. In other words they perform 
certain functions for the groupd of Standard Oil Compan- 
ies which are necessary, that the Companies, the Standard 
Oil Companies, operate their business. 

I do not know what you mean, common knowledge? Have you 
any proof that the firm of Ford, Bacon & vavis in New 
York are controlled by the Standard Oil Company of 

New Jersey? 

I will answer that question definitely in this wayt 

It is comuon knowledcge, and it was accerzyed that the 
British American Oil Company owned the Bell s«efinery. 
Well vou investigate and I think you heve, at least 

the Department has, at some time and found that that 
stock is held by some private individual in Denver. 
Woutq that not still apply to this same firm? 

Is that the answer? 

That is the only answer that I can give you at this time. 
I will ask you a few questions that may assist us in 

the problem that we have before us. You purchase oil, 


eruge oil in the Turner Valley from the Sunburst Com- 


pany? 
Yes. 


Is that the only place you purchase erude oil? 
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4 In Turner Valley? 

Q In Turner Velley? 

b 10s 

x “@ll now, from whom else do you purchase orude oil’ 

v.) From the Hylo Oils Limited and Publix Petroleums and 
well there is a number of companies. 

C pycioatsd: in thet List? 

4 Wes, Lndicsted in that. List: 

“ And how) dogs that oil get to your refinery at Calgary? 

& Me transport it by trucks. 

) The only use you make of the pips line then is what you 
purchase from the Sunburst? 

4 For this reason, that our contract, when we entered into 
the contract with the Sunburst Company, we unaertook 
to purchase from them exelusivaly and we terminated our 
other arrangenentse So that from a certain date we 
purchased only from the Sunburst Oil Company, and our 
surplus requirements from the Imperial ~il. 

Q The only oil timt goes through the pipe line at your 
direetion is the Sunburst vil’ 

4 That is correct. 

“hat proportion of your crude purceuases is represented 
by the Sunburst production?’ For 196s, say 

4 In 1938, it will depend on the Conservation Board. 

In 1938, thet is past? 

4 Oh, 1938, I dic not get that question’ 

a How much of your crude production do you gst fron 
Sunburst and how much from the other miscellangous 
wells? 

A Vell if I cen go back to that statement I can give 


it to you. 
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Ay Is that the one you mean‘ 

4 No, @ purchased from Sunburst 56,916 barrels. 
I am going to omit the frections. ‘“'e purchased from 
the Aylo Oils and Publix $9,497 barrels. We purchased - 
I am talking about Turner Velley only. 

Q Yes? 

A Prom The Gas & 0i1 Products Company, plant naphtha and 


other products, 11,807 barrels. From the Imperial Oil 
or Royalite, I do not know who we were dealing wi th,- 
the reason I say that is that for some time we were 
dealing with one and then they switched us backwards 
and forwards - 19,380 barrels from the Imperial Oil or 
Royalite. 

chat I am getting at is this, did most of the orude which 
you used, as distinguished from nap®tha, did most of 

the crude you used in 1958 come through the pipe line or 
Gome by truck from these miscellaneous people? 

A By truck. 


Is it more economical for you to get your crude in 


xD 


from Turner Valley by truck or pipe line, under the 
existing rate? 
A In the busy season when our trucks are not available 
it is more economicel to use the pipe line, even though 
the rates are higher than we might ask for. But for 
the good part of the year it is much more economical 
to truck. In other words, it would not pay us to buy 
an additional truck and put in more tanks. 


You have had some experience of trucking from Alberta 


ae 


and Montana’ 


4 Yes. 
of the refining situation in 4lberta, 
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what is the best wey of getting crude oil to the 
refinery, by pipe line or by truck? 

By pipe line, more economical and better. 

You now have a pipe line arrangement which I understand 
is that you pay a 18 cent transportation charge and an 
additional 6 cents to get it from the Imperial Refineries 
Storage to your refinery? 

That is right. 

Now we had this from Mr. Moore, but I will ask you about 
wee wiat to the operation, if you will very briefly 
state, the operations from the Sunburst tankage to your 
Yretinery? 

Popiewe (ooliver the oil, the Sunburst product ion atiine 
Woll in tanks. The Royalite officials or men Gomes to 

the tanks and measure and cause the Sunburst men to pump 
Hic O1t into ths pipe line. when they are through 
pumping they measure again, and in that way determine 

how much was put into the pipe line and they give a 
ticket to the Sunburst Oil Company men to tne extent, 
that is recording the amount of oil that they have 

taken, and that ticket comes to us so thet we Know 

that Sunburst Oil has charged us up vith that much oil 
that went into the Royslite pipe line. ‘6 then expect 
the Royalite to have it available for us in Valgary. 

Then after it comes to Calgary in the normal operation 

of Pend be line, our refinery superintendent advises - 
in fact it is done every day - advises the hoyalite or 
the Imperial Oil officials, because at that time we were 
informed, at least theses are our instructions, we are 
not dealing with the Royalite any more. ‘© arc dealing 


~ roe ey + q ‘\y ] he ty ¢ Mane 
with the Imperial. So we get in touch with the imperial 
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officials and the man that ha@ the operation of that 
particular work, and we say to him we want so much oil, 
and he keeps on pumping as we request, except we have to 
take it whenever that line is available to us, because 
the same line is used by the British American, through 
their Bell -Refinery. At least it was used, it is not 
just at the present time. Nov, when that oil comes 
in to our tanks the same procedure takes place as when 
that oi2 was taken from the Sunburst tanks. Before 
the oil goes into our tahks,the Imperial Oil employes 
seals the outlet - by the way there is only one inlet 
and one outlet - and when the pipe line opsration is ; 
Completed they measure the cil and give us a ticket 
and by the way that is meamred by both our men and 
their men. Ve then receive a ticket charging us with 
so much oil. ise are billed in the fegular way through 
their office at the end of each month. Our bill from 
the Royalite bills us with the amount of oil that we 
have reeeived. They credit us with the amount of oil 
that we have deliver:a through the Sunburst Compa ny 
and they charge us for any difference in gravity at 
the going rate, that is the published rate of eorude 
oil, and they charge us for the pipe line transpor- 
tation rate of 15 cents and 6 cents a barrel for the 
other pipe line. If there is more oil delivered by 
the Imperial than what we have delivered we pay not 
only the trensportetion charges but the difference in 
erude oil at whatever gravity they deliver. If there 
is oil left, until a month ago they just kept the oil 
to our credit, but we have succeeded lately to obtain 


corsideretion by the Royalite purchasing the surplus, 
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so that in effect todey the balances are cleared each 
month, either by the Imperial paying us or we paying 
them, which means tht we have eliminated the question 
of storage. It is the coiwmon practice, I might say, 


in the industry, between refineries. 


Q, That is clearing the balances monthly? 
h Yes, and then the question of storage disappears. 
Q. One way of looking st the operation is you are simply 


turning the crude oil into the pips line and buying crude 
oil at the refinory at this end,at the Calgary endt 

A That $5 areut what it amounts to. 

Q You say your people at your refinery demand from time 
to time a certain amount of oil from the Imperial 
nerinery‘ 

A dell we have two tanks, one a 1500 barrel tank and sg 
500 barrel tank that we alternate in use. In other 
words it is not »ractical to pump into a tank and also 
take out. ‘se naturally give them, give the Imperial 
man a tank to pump into and thet operation usually 
results in alternate deys &00 barrels. Sometimes when 
they are busy we will let them put in 1000 barrels in 
the big tank. It is a question of convenience again. 

Ci During the busy refining season in any event you 


look to the Imperial to keep you supplied with oil? 


b That is correct. 

Q And the Imperial does keep you supplied with oil’ 
A Yes. 

Q Do they pay very strict regard to how such oil has 


come out of the Sunburst tank in Turner Valley in 


making deliveries to you! 


L They did at the beginning but after a little while, a 


ai 
is 4 
La 
se 
th ‘| 


ae 
oe: 
ws 
u 
if 
A, 
& 
A 
en 
wie 
7; 
1] J 
Lt 
1 
i! 
rv 
4 


_ youn Oe bunt 2 


it etsy poh bathed ia a4 i ‘ 


ey eS a 
RS ae 
Wnt We we 
A ie ek es 
b ‘ Viole 7 Ny 
t > } rs > 0} ee oe cee ‘if 
018 a aa Pet Ese aa Mae ant 
i ere abe 2G ct gts ee 
Rie Laer f EGY Re an eae 
mua Lea q A 
. mae ot 
y . 
Leia i _ 
aa i ‘ 
' , nd aryl 
* bh OAL ft ie Tablas? 
ee ; i ne ee apn i Pipe: 
¥ Pemraee ty 
j i Lira og Mt % 
‘ é eet Deas AOR 
Shogo e 7 io) (ange A * 
bake nie tae. 4 Oe ae aie! 
’ la! i A ; Pe gan 
* ‘J TRY ines i ais i 
. ye Em, seh VaR h Dy eal 
ot | Whe yeh eee e 
oe ou a ‘ 
ag | re i eC ee ie, a SO pM, in ey 
; f y aN Be As: Pas! pi tae 


s . 
® ¥ ri jy Be 
: . “ 
re, spieog * 
“ had wth 
1 
f Jd 
i 
oF i f 
o> ry 
’ 
» * 
| 
eet & 
* 


a8 Lio) deuce ety 
shop vega aL ae 


2 

2 a are 
o os 4 ade hae: 
. a RL lateraps 


raw edad 


i 
are 


Rt, 


; a Fiat ls afi say 


L-L.Plotkins. -3219- 


month of so, they did not pay any more attention 

to that be cause they billed us with the difference. 

ve made that arrangement. 

They did bill you for the excess over the Sunburst oil 
that has been delivered to the Koyalite in the Valley! 
That is correct. 

Now the rate you pay is the rate that everybody else 
pays, 15 cents? 

Yes. 

Plus the rate of 6 cents to move it from the Imperial 
tanks to your refinery tanks? 

That is right. | 

that line is a 2 inch line? 

Yes. 

What Was it originally? 

It was a line that was used originally by the Regal 
Cil Company. The Regal Oil Company, yes. ‘inen the 
Regal discontinued their refining operations they 
carried on for some time their marketing operations 
and at that time merely was in control of operations. 
The Imperial delivered the refined products to the 
Regal Refining through this same « inch line. That 

is quite a few years ago. 

It was a line built to connect i ee Regal kefinery 
which is still down there near your refinery* 

Yes. 

Now telosed? 


Yes e 


It was originally built to connect the old Regal 


Refinery with the Imperial for the transporting of 


refined products’ 
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A Yes. That is correct. 

2 chich the “egal at that time was marketing’ 

& That is right. 

G Then sitting next to the Regsl Sefinery is the Bell 
xefinery? 

4 Yes. 

t Now owned by the British American 

A That is right. 

Ch How fear is it from the Regal to the Sell itefinery? 

4 At the present time their properties ere contiguous. 


For some considereble time there was a piece of land 
in between which they have sines purchased, so they 


are now adjoining one another. 


bs How much vipe line had to be constructed to extend 
the line from the Regal to the Bell’ 
4 Wot very such, because the pipe line carried along the 
road allowance. JI would estimate LOOO feet. 
Q Then your refinery is still further South then the Bell? 
£L US 6 


How much had to be built to connect you with the end 
of the line at the Bell? 
h 1500 feet. 
“hen was that built’ 
A Harly last summer. The correspondence wi.l Shot. 
(. In 1938? 
4 In 1938. 
Q By heen or at whose expense wes it built’ 
b It wes built at our expenses anc hy ourselves; umer 


the supervision of the Imperial Oil employees. 


1D 


Do you know if the 1000 feet which had to be built 


to connect the 2nd of °. line at the Xegal over to 
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es 


the Be]] plant vas also built by the Bel Company. 

I cénnot say that. 

They charges vou 6 esnts to transport it through their 
own lines as far as the Bell plaht and through your line 
to your own tenk‘ 

That is correct. 

Now if e line were built connecting your tanks with 

the pipe line, that is the main trunk pipe line before 
it reaches the Imperial Refinery, what would be the 
distance? 

ff a vemember right 1500 feet. 

And would the amount of work in connection with the 
Ne and closing of the gauges and making deliveries 
to you be more or less than the amount of work that 

the Imperial Oil Go now to make deliveries to you? 

If you take our operations alone and disregarding 

the Bell operations - because until now the Bell has 
been taking more erude in fect and some refined 
products through this same line than we have, and the 
man from the Regal, the watchman, which is only a 

short distence North, has been looking sfter all the 
opening and closing and’ the tickets and all that 

for the both compa:iese 

For both you and the Bell*® 

For both us and the Bell. But if the 3ell operations 
discontinue out there now, and they are dismantling 
part of the plant, then the Imperial will be using this 
man, this one wetchmen at the Regel, In addition to 

his watchman's duties he will be looking after the 
operations, the pipe line operations which, as fer as 


we are concerned, vill be used exclusively in our 
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service, apart from his duties as watchman, in opening 
and closing ths gate at the main trunk line, and he 
will have a little further to go. I: other ords he 
Will have to walk 1500 feet more to get to that gate 
End Open or close Lv. 
im) Could the same Man as fer ss you Know ~ what the Imperial 
decides is their own business - but would the same man 
be able to do the nev work rather than the work he is 


doing now, making delivery from the le:al plant’ 


A Just the same. I do not see any difference. 

- Do you pay enything for that man's time’ 

b TO-6« 

Ce That is all included in the 6 eents? 

A Yes, that is all included. That is a norml operation. 


I may say before the pipe line was put in I myself and 
nr. Sweeny, my refinery superintendent, interviewed 
tir. McLeod on various occasions and asked him to 
provide a saddle at the point close t» our refinery 
so as to not eause any extra expense and inconvenience 
when the time came that they decided to give us 
direct connection. But that tas not done. 
Now you speek in your memorandum about the refusal of 
the Royalite Compeny to transport the oil produced 
over their allovsable, on Pa,.e 5% 
L Yece 
I must confess I did not quite follow that. It seems 
to have something to do with the Conservetion Board. 
“ill you explain what you are referring te tn that? 
A No at thet time there was no Conservation Board, and 
the Royalite uncertook to police the operétions of 


the independent wells in Turner Velley. 
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Q 


All right, explain it. I know what you mean nov. 

It was our serious objection. At that time they 
decided the “ells on contract to them were to be 
pro-rated to their market, which is perfectly logical 
from their own business standpoint. But they also 
decided that they would force us to pro-rate our wells 
on the smme basis and the saae ratio, which vie 
contested their right to do so, because it had 

effects on competition that were not favourable, 

thet were unfavourable to us. This has to do with the 
time prior to the coming into effect of the Conservation 
Oroor. 

Yes. Now there is one other matter. You nov pey 6 cents 
if your oil is taken into the Imperial xefinery and 
then transported back to you through this pipe line. 
If there was a junction made at a point in the trunk 
line and then directly delivered to your refinery 
would you pay anything extra or not’ 

Mot on eur volume. 

You expect to eliminate entirely the 6 cents if you 
get tris line? 

Absolutely. 

Vho would build the line’ 

Formally under ordinary pipe line tariffs the Pipe 
Line Company would build it, but in this case we 
offered at the time that we made the detiand or the 
request to pay for thet line. Normally we should not 
be called upon to psy for the LDimey. bo 35) pert oF 
their husiness, 

You paid for the line to link up your refinery with 


the end of the regel line? 
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That was because there was no regulatory body end 

if ve did not pay we would not get any service, 

thet ds all.« 

Before there was any regulatory body, and really 

there is not any at the moment, You were also prepared 
to pay for the 1500 foot line to make the direct 
connection with the trunk line? 

Yes. & high pressure line to fit their requirements, 
and meet vhat they vanted. 

Did you offer to pey any extra expense the Comm ny 
might be put to in the way of extra gaugers or extra 
pumping and so on? 

Yes. If you will.look at my letter you will see we 
offerec to pay enything thet is reasonable either in 
the building or operetion. 

You vere prepared to build the line to make the direct 
connection and recoup the vompany for any additional 
expense to which they were put* 

I would not sey I was prepared to do that. But I offered 
to do it. 

What you mean is that by tais direct connection, whether 
any extra ciarge of any kind is going to be imposed 
upon you for this extra delivery? 

Yes. @ also suggested in our correspondence to the 
Royalite that it was not customary to make any extra 
charge and we did not feel we shoulda be called upon 

to pay any extra charge. 

You speak about this 6 cents 3 barrel you will save in 
192S, and that is on the supposition that there will 

be no extra charge, thet it will be delivered at your 


tanks for the 15 eents that you are now paying or what- 
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67er Fare is fixed? 

ve) Tew is right. 

ie Mes COMO ISS! ONUR TiPia rts In other words you would 
be put on a complete equality in getting the oil delivered 
to your refinery at the same price as it is delivered to 
the Imperial Refinery at the present time? 


& Amey iS eorrect, six. 


~\ 


Q 


Wie PRE Lays bo you know whether there 
are any refinsries between Turner Velley and the Valgery 
plant of the Imperial that might in the ordinary course 
be applying for or requesting, . diredgt connections 

with this trunk line, such as you heve requested? 

A I do not knov of any. 

Q There is a small plant at Okotoks. wo you know anything 


about that plant? 


A I know something about it. It is quite a distance..... 
GQ From the pipe line? 
A From the pipe line, and then the operations are very 


very small. In fact at the present time it is closed 
downe 

Q They have always got whatever requirements they have 
had by truck 1 presume’ 

A That is correct. 

. You make some point about the Imperial Oil efinery 
at the bottom of Pags 5 and the top of Page 6 of your 
memorandum, the Imperial Oil #efinery gets the use of 
the Calgary Gas Company's pipe line from Turner Valley 
to Calgary, and that the refinery is supplied with 
all its requirements of naturel gas at a flat nominal 
charge for transport: tion only, and no doubt the B.A. 


Refinery will get the same privileges. That last reference 
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is what you think might be the arrangement which the 
British Amsrican will make with the Caleary Gas Company 
at their nev refinery: 

That is correct. 

You now state that the fact is that the Imperial Refinery 
gets the use of the VUalgary Gas Compsny's pive line from 
Turner Valley to Calgary. Does that pipe line run 

into - the Calgary Ges Compsny pipe line does not run into 
the Imperial Oil siefinery? 

& branch of it runs in order to supply the Imperial O11 
Refinery gas requirements. 

‘what you say is the Imperiel Oil Company refinery oper: tes 
on ges whitch they obtsin from the Calgary Gas Company: 
“hich they obtain from the Calgary tes Company pipe line. 
Yes? 

But it is ges that they have. putiin the: pipe, dinesias 
Turner Valley, and for which the vas Gompany is not called 
upon to account except to deliver. 

Oh you mean this is the sxoyahite Oil Company's product, 
gas? 

Yes. 

Which they trensport to their sast Calgary nefinery 
through the Calgary vas Company's pipe line? 

Yes. 

Whether they pay or not for it - you suggest they do 

not tay for it? 

I suggest they pa; a nominal amount to the vas Company 
for transportstion. 

I suppose you do not kno» just whet the arrangement is: 
Well I would like to find out. 


I knov', but you do not know? 
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& io, I am not absolutely positive, but 2 ae Ano tia? 
the Gas Company, when I went to them and asked them 
to ley a line to my refinery that they imposed conditions 
that were prohibitive and I could not go ahead. 

ie You make the ste 3 her oo) ie ces t & 4 tene 

: e statement here, or if it is not & statement 
it is a very strong suggestion, that the Royalite Company 
or the Imperial Cil Company only pays a flat nominal 


charge for transportation only: 


A To the Gas Company, that is correct. i know thea. 
m7 How do you know that? 
A “well that is ny information. JUst the same ss a know 


anything else. I have found out. I have gone and 


investige ted. 


CD) 


Pell, ell right. Have you ever endeavoured to purchase 
crude oil at the Imperial Oil efinery in vast Calgary 
eny other wey than through this 2 inch line running 
tonyour refinery: 

A Any other way* 

a) Have you tried to purchase it in truck load quantities, 
tank truck quantities, crude oil? 

y.) Yes, ve did transport for some time crude that was 
delivered fron the pipe line into ths Calgary xefinery 
by truck from the refinery in wast Calaary 20 our 
refinery. 

a Before you had the reg.1 line extended to your plant 

Vou. brought, it. bY truck from the Imperial Cil .iefinery 


to your plant et Calgary: 


4 Yes. 
“a For how lon: did this arrangement continue’ 
L I suppose for severel months. 


Q Did you t7ks away guite ae lot of its 
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Yes. 

How many trucks did ven have to use% 

“e had one big truck all the time. Well all the time 
between their hours. They. would: not load only between 
certein hours. I would estimate that we would use 
c50 to 400 barrels a dey at that time. 

What sized tank truck was it? 

It was a 2000 gallon truck. Tank truck. 

About a sixty barrel truck? 

tes. 

You had this truck going back and forth all day‘ 

Yes. 

I have some reason for asking you these guestions. 
“hat facilities were there in the wast Calgary yard 
for making delivery to that truck: 

They had peace line. 

They hed.a Loading dine? 

Yes. 

Connected with....-. 

I ves not there so I an not in a position to say 
definitely how it was connected. 

You never yourself supervised that operation of loading 
tintpo.your truck? 

Nol I had a transport manager that did that, and he 
went down and made the arrangements and sew everything 


was right, so that we could carry on our operations 


efficiently. 

“hat extra charge vas made during that period to let 
you take delivery by tank truck? 

The Ee iiie pipe line, if I remember, did not make any 


charge for putting it into our truck tenks. It cost us 
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Zecents- tO transport it from the refinery to our 
refinery. 

It cost you 9 esnts a barrel? 

A barrel more. 

This is the operation you are speaking of, by your 


tank truck’ 
From the Imperial Refinery to your refinery? 


That cost you 9 cents a barrel? 

oS 

For that two miles? 

Pewbout le five. mikes. going py. nog. 

Do you ssy the Royalite did not make any extra charges‘ 
You paid the pipe line rate?’ 

15 cents. I do not believe there was any loading charge. 
That would not be made by the Royalite in any event 
would 1% 

That would be made by the Imperial. 


But you do not think there was any loading charge made? 


are 


iO 

Mov the Imperial charges you 6 cents to take it to your 
re tie ry < 

Tes 16) correct. 

That is a charge which is paid to the Imperial? 

Mo, we were informed - this is really ey Logo ftouion = 
but I went to Hr. MeLeod and he said the operation of 
the Royalite finishes here, ana from them on it is 
Imperial. But we notice that the bills all come from 


the Royelite and the Xoyalite is the one thet bills us 


for everything. 


i 
‘y 
‘ 


St We Hels ey ous ene phe vi we 


= " ~ . « P 


i me El). baht sone aN we 3 
! i " ' m , oe) o " ie : Seo aailk 
rae PNT : 
Tp gener. Be es bee wa agp : 
rh as i | ' 


; 

rn 
ian 
2 

_ 

J 


LeLePlotkins. ~3230- 


5D 


Right today, so I will understend, right today, to 
whom have you to.pay the 15¢ plus the 6 cents, the 

21 cents’ 

To Royalite. 

You pay the whole 21 cents to the Royahite Company? 
Yes, and for the surplus we elso pay that to the 
Royalite. 

So thet you pay the Koyalite for that 6 cents charged 
for transporting your oil from the Imperial Oil 
refinery to your Refinery? 

Yes. It may be done for the purposes of convenient 
bookkeeping. 

Did you ever pay that charge to the Imperial? 

I think for some time we did. I am not positive. 

I believe for @ short time we wercs billed separately. 
There has been filed by Mr Nolan Sxhiiit "98", what 
may be called a proposed set of regulations governing 
the operation of the pipe line. TI have not given 

it a great deal of thought yet. This witness, lir. 
Chairman, is only one, or is one of only three people 
using the pipe line, and I am asking ur. Patterson 
perhaps to examine that exhibit and see if he has 
anything to say about these proposals. Not just 

now, but later. 

I want to say that there are more than three of us 
using that pipe line. That has been the impression 
given, but actually the Anglo-Canadian has been using 
the pipe line to quite a considerable extent, in 
delivering crude, or in shipping crude from Turner 
Valley to Calgary, and then shipping it to their 


Brandon iefinery.- 
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Wes; LA TES RSet: I may say in regard to 
certain observations which your Lordship made as to 
certein questions in tois brief,oL have .no quarrel with 
your Lordship's statement in that regard. I am in the 
same position as wir. Frawley in thai ses. I want 
to ask this witness one or two guestions. 

Mr. Plotkins, you say that policies and prices and matters 
of that kind are controlled in Kev York or some place 
outside the Province? 

Nes sir. 

Have you any personal knowledge of that? 

Yes, I have. ‘hen it comes to getting prices, or even 
purchasing products frem the locel offices of the 
Imperial O11, my demands or my requests for prices or 
for purchasing invariably i am informed"go to Toronto¥ 
Can you be more epecific about that * 

Yes. It has been brought home to me, indirectly through 
my American connections, thut when a request for a 
product or @ price goes to Toronte, that request is 
passed on - I will show afterwards what I mean by 

that - to New York, and then New York advises Toronto’ 
and Toronto advises the local office, and I am tcld 
seversl weeks afterwards that they ean do this or 

they cennot do that. The reason I say the policy is 
set in N:w York, I hyve a personal experisnce to 

relate that will prove thet point. Approxinately 
fifteen months axe when it was certain that Turner 
Valley crude existed in sufficient quantities tha t 


it was going to affect the prices and competitive 


eonditions in Alberta, and it was going to force a 
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previously. That was a condition that was created 
whereby we would be naturally forced out of that 
particular market, which is the main market for refined 
products, when I saw that thre was no chance of 
getting any satisfaction from the Imperial Oil I made 
application to the British American, with prectically 
the same results, only I was referred back to the 
Imperial. I had also auothasied the Wew York offices 
of the Texas Company and painted a picture to them of 
the local situation that would make it or that would 
cause them to favourably consider supplying the independents 
in this Province and in Saskatchewan with the eracked 
products that would be necessary to compete under the 
new condition. Mr. Meltabarger, the local manager, 

in fact he is the manager of the Texas company of 
Ganada Limited, and he is in charge of the Canadian 
operations, was in New York and discussed tht matter 
with his Vice-president, Mr. Dodge, and with the 
Standard Oil officials in New York. 

C. How do you know that? 

4 iy. Meltabarger gave me an account of steps that were 
necessary in order for his compan, and himself to have 
permission to sell us gasoline. His Vice-president 
and himself interviewed the Standard Oil officials 
een in New York and and had a few interviews. 
There was the position that the standard Oil took, 
according to ilx. ieltabarger, which was later reflected ,. 
in the Toronto offices, and was thst they did not see | 
why they should help the independents remain in 
business, and it was their intention not to supply 


them with products and it would automaticslly wipe 
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out that competition. Mr. Meltebarger informed me 
after the interviews of his Company with the Standard 
Oil officials in Wew York, that Mr. Dodge and himself 
took a trip to Toronto and interviewed the Imperial 
Oil OLLLoials. 

Q “ho was Mr. Dodge? 

b ir. Dodge, I understand, is Vice-president @and.in 
charge of marketing of the Texas Company, and it was 
there in Toronto that they endeavoured to convince 
the Imperial Oil that it was a short-sighted yolicy 
to adopt, and in order not to create any friction 
between the two companies they were endeavouring to 
make arrangements whereby they would supply us, without 
creating too much friction between the Gompanies. The 
final result vas that the Texas Company agreed and did 
Supply us, not only myself but severel independents, 
in fact all the independents in Alberts and cCaskat- 
chewan - with one exception, that was under contract 
to the British American, ~- with the product at a price 
that permitted a sufficient spread to market and make 
@ small profit., Now that is only one cxperience, 

In the acuese of my l9 years of experience I have had 
Similar occasions occur in connection with my connection 
with the Meple Leaf Petroleums at Coutts, which was 


purchased by the Standard Oil of New Jersey direct. 
(At this stage the Hearing was adjourned until 2 P.M.) 
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LON L. PLOTEINS, having been 
reoalled examined by ir. Patterson, said: 
inr. Plotkins, before the noon ad journnent you were giving 
reasons which you believe from your personal. knowledge 
to show that prices in matter of quality in the oil in- 
dustry were not settled in Alberta. 
THE CHAT MAL: Nor in Canada. 
Nor in Canada, that is correct. 
ike PATTEXSON: Now the Royalite is a subsidiary--- 
TH: CHAIRiiAN: | It has been quite openly admitted, 
Mire Patterson, that the Royalite is a subsidiary of the 
Imperial Oil. 
bine PATTERSON: I didn't Know that. 
THE CHAIRWAN: And that the Imperial, as my as- 
Sociate points out, that the Imperial is a subsidiary of the 


Standard Oil Company. 


idaRe PATTERSON; Very well my Lord. 
MR. PATTURSON: Now you told of your experience in 


connection with one application you made to purchase oil? 


Yes. 


dere the circumstances in connection with that application 
out of the usual in any way? 

No, that is the usual way on any competitive situation, it 
is the usual way of handling in competitive situations by 


Standard Oil? 
Yes. Now pe-haps I might summarize what I understand to be 
your submissions, your general submission and if I do not 
state them correctly you might correct me, ycur fubmission 
4s that price fixing will not be satisfactory? 


Price fixing by any government authortiy. 
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Q Government authority or commission? 

A That is correct. 

Q For what reason? 

A Because ag I explain in my brief the matters are too complex 
and in the main are outside of the practice that erfuet 
prices, are outside of the control of any Alberta body. 

0) That is there might be a new oil field in ‘iontana or Saska~ 
tchewan or elsewhere? 

A Or the Standard Oil may decide to use some other oil, that 


is may use some oil in Saskatchewan and close down this 

field. 

9 And in addition you say conditions change so rapidly that 
prices fixed at one time are not applicable to a later date? 

A That is a facte Too many factors that effect prices for one 
government body, that is «n Alberta government body to ef- 
fectiveiy control them. 

Q Then as I understand your submission is this, the situation 
tiuke care of itself under a system of free compet ition? 

4 iheat is right. 

Q And you go on to submit that at the present time competition 


is not free, is that correct? 


A That is correct. 

Q For what reason? 

A Well because someone is able to fix prices. 

Q That is you suggest that somebody fixes the prices of crude 
ont? 

A Yes. 

) Somebody else fixes the price at which the refined products 


are sold? 
Yes and moved into the market. 


And the independent has to operate within those limits? 
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A That is correct, that ig exactly my submission. 


Q And that there is much regulation of the industry in 
other respects? 

A Much regulation by #hom? 

a By somebody? 

A fen, wnat i8 Gorreot. In fact everything is regulated, 
nothing is left to chance. 
Now you have had time I think during the noon adjournnent 


to look at that Royalite proposal? 


A Yes. 
Mk» FRAWLAY: Benidit %9sS" . 
Q MRe PATTERSON; Yes, I have not seen it before. 


Now have you any brief comments to make on the terms of 
that proposal? 

A Yes I have. 

Q what are they? 

A I will make them just as comments, I have not had time to 
we a written submission but I will do the best I can 
verbally. No- 1 and Noe @, I have no comments to make. 
MR. NOLAN: Tam afraid this is going t9» be 
a little difficult for the Vommissioners because this hus 
never really been placed before them, Mre Plotkins. at 
will have to bee Perhaps fhis Giscussion could be left 
over until it has been brought formally before them. All 


we had, as you remembered--~ 


MR. FRAWLEY: I think you are quite right. 


luke WLAN: Wwe.to atrk tt. We did nothing more 
than that» 
WAJOR LIPSETT: Are these the regulations. 


MR. NOLA N: Yese 
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MR. PATTERSON: Fhat is all right for me, I have 
no knowledge as to what has ha ppened- 

MR. FRAWLSY: Yes, this witness may be saying 
that he is one of the people who should now use the line. 
Perhaps it is right for him to have his comments on it and 
that can be done at a later date. 

WAJOR LIPSETT: And he has only seen it now? 

MRe PATTuhSON: Yes.» 

@ MR. PATTLRSCH: Then have you anything further to 
add? 

A Yes I have; one observation to make in presenting my brief 
this morning, the last page of the first part, I inserted 
after, that I inserted myself, and Mr. Patterson my solicitor 
did not see it and I want tc say at this stage that those ex- 
pressions are my own, that I made in there, and that ir. 
Patterson was js** aware I was gcing to make this particular 
statement. I say this because J realize that some of the 
statements are quite strong ind I made them on my own re- 
sponsibility. 

Q THH CHATRwAN: And the same applies to the questions 
on page 13? 

A Yes, to the questions, in fact all the questions. 

MR. PATTURSON: I may ssy, my Lord, I did not ask hr. 


Plotkins to make this statement. He voluntesrns himself to 


do it. 
Q MWR. FALawLiy: IT thought I had coneluded my 
questioning, ir. Plotkins, but there is a paragraph on Page 
6 of your pipeline memorandum which perhaps touches on some 


of the things the Commission is asked to inquire into, but 
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I did not understand it any too well ana would like you 
to elaborate upon it, it is on page 6 and it reads this 
way, the last two paragraphs on page 6. 

"In considering the matter of pipeline rates and 
rogulitions, it Should be borne if mind that the 
Royalite Pipeline is primarily engaged in transport- 
ing the crude requiresients of Imperial and it is not 
unnatural to expect that Imperial Oil Limited will 
use the pipeline to secure additional revenue wud 
wherever possible to hamper, harass and control the 
operations of competitors". 

Now I only read that paragraph because it leads into the 
next one; 

"In Turner Valley this is expressed by setting market 
allowables in co-operation with Be. A. Oil Company 
that effectively regulates the income of gontacetad 
independent wells and, where monies have been advanced, 
prepare the way for their asquisition or control on 
their own terms so that their production does not be- 
come available to independent refiners." 

And the next paragraph; | 

"Phe Royalite. by various methods #t their cicposal 
in combination with Imperial who m-ke it their bus- 
ijness to control directly or indirectly the markets 
for refined products and indirectly the « jor part 
of thec ee, in orier to have the undis -1.d power 
to get tue field price can actually produce and 
acquire crude oil at unbelievably low cost prices". 

Now lire Plotkins, one oi the matters of inquiry which this 
Commission is directed tc make is whether existing ownership 


or operation of the pipe.ine and pipeline facikities results 
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in o@ tends towards. an unwarranted ccntrol of the price of 
crude petruleum or its deravitive. Now would you mind very 
briefly stating what your views are, which you have en- 
deavoured to set out in these few paragraphs? 

A wel. L am going to have to take a hypothetical situation 
because there is a problem, the Imperial or the Standard 
Oil of New Jersey is faced with a problem, in, order to set 
the price, now these problems are not imaginary, they are 
actual; in order tc be able to set a competitive pricé for 
crude oil for Turner Valley Crude someone, in this case the 
Imperial, must of nesessity be in an poate to impose that 
price. I suppose that is cbvious. ‘vhy, because if the 
Imperial says crude is worth $1.20 and I am able to make 
deals and others are ablo tc make deals below that price, 
well it is not very long until the Imperial must face that 
Situation and reduce its price accordingly, so it is ob- 
vious that if there is anyone else does that, in other 
words if there is anyone else interferes with that price 
they must have control of sufficient production to im- 
pose that price on the trade and their competitors. Now 
the problem then that the Imperial is faced with, that they 
must control a majority of the crude that moves to market 
in Turner Valley in order to effectively maintain that 
particular crude oil pipeline price and it expresses itself 
in Turner Valley by taking no Change aes normsi . 1 
am not sayin: 1t is wrong, it is business, v.... no one else 
will sequire sufficient crude 911 produetion carectly or 
indirectly and they accomplish taat. by being right on the 
spot with money, with other means, whatever means there are 

available, to see that the grude finds its way either by 

direct ownership or through control under contract into tueir 


Heandes Lt ia very asinple. ZT mean it 1s not a very hard bus- 
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iness proposition. The only trouble is I cannot do it. 

Q Now, Mr. Plotkins, if the Imperial control 51% of the crude 
and you control 45% of the erude, would they be able to 
impose their price? 

A No, they couldn't? 

Q Why? 

Because if I control 45% of the crude and was not willing 
to come to an agreement with them after that price I would 
set my own price and 45% of that crude moving into the 
market at any other price would mean that there was an open 
market and then the producer wonld get whatever he could 
sell it for to me cr to the other man. 

Q What I am interested in having you comment upon is the 
Suggestion that by virtue of the control of the majority 
of the crude? 

A Yes. 

Q Bither through production or contract, they could control 


the market? 


A Control the price of crude. 
a They can control the price of crude? 
A Yes, set the price on crude, not necessarily control it. 


Q Set the price of crude by the mere fact that they contru. 
the major number of berrels produced? 

In other words--- 

Is that what you mean? 


YeBe 


& &+* @ & 


Because they control ths most production, elther their own 


or by contract? 


A Or by agreement with someone else. 
Q Or by agreement with someone else? 


Yes. 
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Q Namely whom? 

A Nanely in this case the British American. 

Q who have the next largest share in the production? 

A That i8 correct. 

Q And you say that those two companies can and do make the 


price of crude? 

A Yes, I say the Imperial does now, why, because the Imperial 
Oil actually sets the price. 

Q Ls it not controlled, or do you understand it to be con- 
trolled by the nearest, the price in the nearest crude 
field which in this exse is montana? 

A No, the price at Turner Valley has no relation to the price 
of »siontana as a competitor in supplying crude oil; in other 
words you cannot ceffuctively import Montana crude oil and 
lay it down in Calgary in competition with Turner Valley at 
the present price. 

Q You say the price of Turner Valley crude is fixed without 
any regard to the price of crude in wontana at the present 


time? 


A I would not say without voy FGcgurd, but L say the price of 


¥ 


Turner Valley at the present time is such that iiontana crude 
Cannot compete with it and it is perfectly logical. In ‘1e 
United States only a few years ago prices were related, one 
field or market to the other. 


Yes? 


In this way - + the wid-continent were the °  gompetitors. 


Now each field where the crude had to mave to market, the 

price was low enough to take care of the transportation and 
bring it to a parity with Mid-continent but in the last few 
hange in the competitive situstion has occurred and 


years ac 
each field serves its local markets and stands on its own feet 
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80 that we have today a condition that 38 or 33 gravity 
crude in Wid-continent is practically the same as 32 or 33 
gravity crude anywhere else in tho United States, where a 
few years ago the midscontinent 32 or 55 gravity crude was 
worth #2 .50, ain the Midscontinent field, while in other 
States it was down us low as .50¢, so in Alberta today the 
price of Turner Valley crude has no direot relation with 
Montana crude for that reason. 

Now, Mre Plotkins---+ 

It ha8 a market of its own. 

Until some time in 1936 all the erude oil in this Province 
Game from iiontana? 

Yes. 

Then Turner Valley crude was discovered and we spoke of the 
Turner Valley crude displacing the iiontana crude at the ast 
Calgary Refinery? 

Yes. 

What did that mean? 

well that meant that it was then possible to produce crude 
in Turner Valley ehe.per thentit gould be purcheged in 
Montana and imported and shipped into this market. 

So that the price was fixed in Calgary at a mark to shut 
out the ijontana crude? 

Well it had that effest. The price at the present time does 


that very thing. I do not know if it was fixer for that 
purpope. 


Then the price--- | 
At least that was only one of the factors which influenced 


that particulzr price. 
Yes, the price in Calgary and furner Valley then teday is 


sufficient te keep out biontana crude? 
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A That is correct. 
Q Then how can you Say that it is not fixed with relation 


to the price of iiontana crude? 

A Yes, bit they can fix it at a dollar or eighty cents, just 
as well as they canfix it at 41.20. 

Q THE CHA InifaN; How much under the compet itive 
price has it been fixed? 

Q MRe FRAWLHY: Yes, you say it is lower than 
sufficient to shut out Montana crude? 

A That is what I want to say. To answer the Chairman's re- 
mark it is approximately 30¢ below. 

Q Avout 30¢ under? 

A Yese 

Q You know it is also fixed, the price in Turner Valley is 
also fixed having regard te what is te go to Regina to 
replace #iontana crude at Regina? 

A Yes, I realize that. 

Q THE CHAITRsiA N: 50¢, Mr. Plotkins, under the price 
that Montana crude can be laid down here? 

A Having regard to the competitive value of the crude. 

Q Yes. 
lire Chairman, you want to realize this, that there is no big 
market available to any independent in lbiontana and in Western 
Canada because the market is mainly in the hands of the 
Imperial Oil and British American, and the R-itish American 
and Imperial have the production in Turner Valley, even al- 
though the other crude might be available at considerable 
less price to the independents th hn thoy fix ct Turner 


Valley, it still would not move into Wester Canada. 


Q why? 
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A Because the British American and the Imperial have the 


marketing facilities and the refining facilities and no 
one would be rash enough to spend money for a temporary 
Situation, that is, no owner of crude in z,ontana would 
consider it good business to come up here and build re- 
fining and marketing facilities in order to. push his 
crude on the Western market when the facilities are al- 
ready existing and are in other hands. 

@ Mir. Plotkins, have you some knowledge of the Montana 


crude situation? 


A Yes. 
Q Have you been down there intimately and in touch with it 
lately? 


A Yes I have. 

Q Do you feel able to answer me this question, if the Imperial 
oil for any reason went down into Montana today to find a 
sizeable supply of crude oil for its Canadian operations, 
say, something like 6000 barrels a day, what would they have 
to pay for it? 

A They would have to pay the pipeline price that is Bet by 
the companies controlling the carri*ge of the crude oil in 
each field, in the field, the Cutbank Field or in the 
Kevin - Sunburst Field which is at the present time 90¢,for 
the -Kovin- Sunburst crude ane. b1.10 for Cutbenk erude 


Q All right. 
I do not know if it would be available but if it was that 


is what they would have to pay TOY” its 


Now when you say you d¢ not know if it would be available, 


what do ycu mean by that? 


ell since the Americans in iiontana, the American producers in 


wontana have lost the Canadian market they have gone to work 
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and endeavoured to get established other outlets and 
gradually have taker up the slack and the amount which 
is available is going te other markets ana every day 
that amount becomes less and haus Available to anyone 
j to go in and buy it. It is under contract. 
ie Having in mind all the conditions which are there, the 
fact you say they have gone out to replace the lost 
market with some American outlets? 
A Yess 
Q Having all these factors in view, could the Imperial buy 


4000 barrels per day of Cutbank orude at $1.00 a barrel? 


A At $1.00. a barrel? 

Q Yese 

AU Oh I think with a little work they could. ( 

la, Could they buy. @het eae of crude at 90¢ a barrel? 

A That depends again how much work and how much money they are 
Willing to spend. - 

Q Hew would the money be spent, I am just regarding them.as 
the purchaser of crude? 

A The purchaser of crude is in the same condition as the 


Imperial is in Turner Valley, it gets production by advancing 
money and in that way it can get its supply. . 
Q Could the Imperial Oil buy up te 4000 barrels a day at 80¢ a 
barrel? 
I woula not say, I de not know but it is reasonable for me to 
assume if the Imperial were willing to create er to bind them 
selves to get, to sign a contract with a number of producers 
30 that those producers could safely go ahead and drill more 


wells--- 


Q Yes. 
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Jnd market the output over a reasonable period of time, 

IT have no doubt that in the cost of producing erude in 
Cutbank, that the Imperial could buy crude in CGutbank 

for 90¢, FE would not say lower than that. 

But I understand though it would mean a development pro- 
gran in the Cutbank field? 

Absolutely, the same as the British American did when they 
went down there. 

That ib not what I am ooncerhed with), could they &? down 
now and buy such crude at 0g? 

No, they couldn't. 

Not in your opinion? 

No and it is not only my opinion but I have tried it and 
other companies have tried to and they cannot. 

You feel pretty eertain of your position when you say that 
they cannot? 


Yes, because I have tried. 


MR. FRA (Lay: I think that is all. 
THE CHAIRMAN: Do you suggest there is any connect- 


ion between the British American and the Imperial or Royalite 
other than by private treaty, any control, are you suggesting-+ 


for tivo no, bellever-- 


That the Be 4- is under the control of Standard Oil? 


Oh yes, that is a different question, than no connection with 
the Imperial. when it comes to amswering a question of tt 
type it must be considered in the light of the B. A.'s 
operations all over Canada and there is no doubt in my mind 
that at various times they come togetrer and agree en the at- 
tidue to take or the policy to follow in respect to any 
given market or competitive situation throughout the length 
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and oreadth of Alberta, of Alberta and Canada. 

MR. NOLAN: Mire Plotkins, I would like to ask 
you one or two questiors if I may, please, you are pO Ree 

to governmental price fixing? 

Yese 

You are in Gti proiwucing, refining, anu, uurketing endg of 
this business are you not? 

Yes. 

And you do not think that the goverment should interfere 

and fix the price Zr that? 

That is correct. 

You do think they should interefere and fix the pipeline price? 
Yes. 

You are not in the pipeline business, are you? 

No. 

What is the difference, Mr. Plotkins? 

The pipeline is given a franchise, it is a creation, I mean it 
has rights of building a pipeline, going through lands, per- 


forming certain services, are derived from the Alberta 


Gover ment. 

Wes, and your right-<- 

And it has privileges that I may not be able to get. In fact 
the history, past experience tells me that there is not 

very much doubt in my mind tht if I went, assuming I had the 


money and the crufe oil to transpcert--- 


Yes. 
To the Provincial Government and asked them to give me a charter 


that they would seriously investigate the facts whether it was 
justified. 


And your financial position? 
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Well I am forgetting, assuming that I had the money and I 
had everything. 

Yes. 

But yet it may not be good public policy to duplicate a 
facility because it serves, it is in the position where it 
serves a multitune or a number of companies. 

You who refine, Mr. Plotkins, enjoy a license from the 
Provincial Government? 

bos. 

is there not some form of license issued for your refinery? 
No, from the Dominion Government. 

You make application for it? 

Yes. 

Under what act is that? 

It i8 a petroleum Act, I do not recall it, it is a Dominion 
ict. 

What is the name of it? 

MR. FRAWLEY: I am not sure. 

MR. NOLAN: It is a Dominion Government Statute 
anyway under which you are licensed? 

Yes. 

You said a momert ago about the price of crude being set, 


you will agree with me that the price of crude is not set by 
the cost of production? 


That is right. 
Tt is set by competition with other crudes from other 


fields? 
It is set by a weighted number of factors. 


oie of wrich--- 
But finally it would amount} to all the factors which would 
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wffect competition and that is the price. 


Q And one of them is the competition from the crude? 

A One of them is the eo.ipatitian Bros Other Grage=~-— 

Q Crude from other ficlds? 

A Yes. 

Q There is no po sted field price in iiontana? 

A Well that is not mite correct. 

Q Well is there or is there not? 

A Yes, there is a price at which, in the Kevin - Sunburst 
field, the Texas Company says it will buy crude and it is 
the largest purchaser and the Big West Refining Company also 
pays wu price which by the way is 10¢ lower than the Texas 
Company sets. 

Q So the Texas Company '& price is how much? 


A Is 90¢. 

Q What is the other price? 
rs That is 80¢. 

Q And that is set by what? 


4 By the Big vest Refining Company. 

Q So we have in the Kevin field two prices? 

A Yes. 

Q Well that is curious is it not? 

A No, not if you know the facts. 

Q I thought the posted field price was a price for the field, 
Mr. Plotkins? 

A Not necessarily. we have a good many instances in the 
United States whore even large companies have aifferent 
prices. 

Q Am I right in saying that there is not one single posted 


field price in \iontana? 
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A No, the Kevin Sunburst field there are two. 

Q In the Cutbank, that is only one? 

A So far as I know. 

Q Who posted that? 

A That price is posted by the Texas Company also, the Inter- 
national Refining Company to be exact, which is the refining 
subbidiary of the Texas Company. 

Q All right. Now I notice in your remarks to irs Frawley 
this morning--- 

THS CHAIRMAN: Mire Nolan, I wonder if you care to 
pursue the suggestion, you are speaking about the cost, the 
price not having to do with the cost of production but in 

&@ measure at least it is fixed by competition. 

MR. NOLAN: Yes. 

THE CHAIRiAN: You will remember the witness 
approves of all competitive features fut throws out a 
question that this is not unrestricted competition. 

tR. NOLAN:- well by competition in that sense I 
mean, iire Plotkins, competition as between our Turner Valley 
field and other fields, you agree that that is a competition 
that does influence our local price? 

A No, I do not. 

eh Well it ig one of the factors? 

A It is ose of the factors but why I say I do not, if you will 
permit me to say this, that if there were a number of in- 
dependests buying Turner Valley crude today the price would 
go up te as close as possible to the competitive prive be- 
tween Turner Valley crude end Keven Sunsurst, in other words, 


there «ould be 30g margin, which weuld fluctuate back and forth. 
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Q In other words you say there are not enough independents 


producing crude o11 to have Ghote effect on the price? 

A That is right. 

Q But if we had more and more independents purchasing crude, 
until they arrived at the pesition of being purchasers in 
the quantity that the Imperiakh Oil and the Be A. now aro 
in, then they would be the people who would have somet hing 
to do with setting the price, is that it? 

rn No, it Gees not necessarily have to be in big quantities. 
10% of the market of the crude production under a given sit- 
uation will disturb the ability of the -:ajor companies from 


maintaining its price. 


Q Then the price of crude goes down? 

A Hither down or up, not necessarily down, if I pay a premium? 

Q Yese 

A The price goes up- If I am able to buy at Tess an@ increase the 


market,at the present time the producers are complaining there 
48 not enough market to absorr their production and if I can 
ge out into Saskatchewan and hianitoba and am able to displace 
Some other crude and I go to an independent producer and I 


say te him "Well now here I have the market for 2000 barrels 


of crude but the freight rate and the concitions are auch 
that you will have to acoept g1.10." Now if he is willing to 
accept $1.10 for 2000 barrels of crude and 1 ostablish the 
connection and that crude moves regularly to the market and 
provid ing ae eee else gan interfere with the market at the 
other end, in other words there 18 no price cutting in the 
refined product, te prevent that condition from continuing, 
the shipment of crude,fov very s00n 2000 barrels moving at 


$1.10 will have to be considered by the people that have set 
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the price of $1.20 because if they do not consider it 

the refiner in Saskatchewan or ijanitoba will then be in a 
ps#ition on the face of it to produces gasoline, the 
finished product, at a less cost and will then become a 
competitive factor in the refined product. 

Yes, then is it your point that there is not enough com- 
petition with the big companies? 

There i8 no competition amongst the big companies. 

There is no ccupetition against the competitive companies? 
Phere is none, no effective competiion. 

is that the point of your argument today? 

That is correct, yes. 

what would you do to remedy that? 

Well of course, let us find out what it costs to produce. 
something, find out why those costs do not operate on their 
Own, On themselves to create a competitive situation. 

But your pcint is that there are not enough of the indepen- 
dont producers supplying the crude, supplying the orude 
market. 

That is one of the situations. 

What would you do to remedy that? 

What would I do to remedy that? 


Yese 


Prevent the situations arising, as they have arisen in the 
past where one major company says "there is the price ané 
there is the amount that we will buy". 

Yess | . 

And going around and purchasing the available lands that are 
open for development in the main, contracting the uvailable 


production, that is @veiluble for marketing in the main, and 
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you have a situation where there is no oil available and 


rf in the main no lands available for development. 
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in a word, you would cut down the competition from the 
major companies? | 

tA ae word, oh no, I would not cut down competition. There 
is a difference between competing in an open market and 
doing what the brokers do when they want to make a stock 
BOmuUp OF 20 "d own. © Phat assabouy the Situation, sell or 
buy and throv the weight of their xurchases or their sales 
and influence the market. 

Is it not your »oint that the major companies have too meny 
wells under contract? 

Po, st WOuld woL say that. 
is it not because of that you say they are able to exercise 


Woes Control in the market? 


THe CHAIRMAN: Under contract and privately 
owned. 
MWR. WOLAN: Yes, and oOrivatelLy owned: 


Yes. Well, I would say because of that situation at the 
present time 2nd because of the further fact that as one 
well sterts to arill they are right there t see no one 
else grabs it. 

and whet would you do about thet? Would you stop it, 
ne, elovkins? 

Now, weit one minute. tt is too involved to answer just 
simply. Just as long as the Imperial or any other ecaipany, 
major comeany, eontrols he major part of ‘the refined 
products market it will ave that effect and also control 
the purchase of the crude because no one else has any 
svailable market for that crude. 

And what would you do to remedy it? 

I think my suggestions in my prief “os to how to rciccy it 


mitt snow. Lt 1s there, all the relevant facts. I would 


ee 
a Ah ‘ 


siatamene. vanes ve bear: 


20 


; Stas Neon: hege ash vy naeoe 
re - 
ne ft: ‘onan mae el ae bets agri et 


ar 


+ 


ae a a rl iat oe Se oe st ri 


AES sai ED be 94h | avy <i viet Hi 


eae Gh AL te Reo ee 


a, i oe ee h ~ ¥ 2 a 
5 a | oot . . 
OR a re ey a aD Piha 
Katee a4 
r rs 
GY 4 
Oh i ar oat . byt 
<a ic se a Te y e's 
t aera es 
yy e 
; 2. af aD Bes 
gy ; ; + ah SR 5 | t . iy 
. Ae lp ’ ? - } & 
ee hh i ne a ay = 
eel £ etal MS 
t x ht hPa) 
i ual . be " #2 ¥ ty T bao y E aa 
Bee are ucts) tt eee ee : 


Big | Be AD BOR: OF) Sevens’ age i at ae” 


Lot saaaialen ie ee. 
a : 
OY ee ee | ae 
rf Ras ‘ i ey ‘a 
Renee! Yio woe go Paes a 8 aa pact | as dea! i 
tea Paty i ‘ 
nae ee igsaar hn Hyg : f Ree ra ie Gs 
a | «lie We Pies Ma mn Me + meee ‘wild eiomtiie: | | 
'- ; Lou ; io ae Ha i t ban I ba ‘tou *) ree vghiw’ wR: ) 
ee, V8 SERS. ome ee niece hens, ‘one ie | 
7 oo 
iy 7 
4 
wy o 
ie rons 


héeon LL. Flotkins. + Oeoed 


A 


> © Ff 


Say 1f there Was a huge or a wide discrepancy between the 


actual cost of producing a gallon of gasoline end selling 


it, if I em right in my contention that it costs 4¢ a gallon 


to produce and refine a gallon of gasoline and we find a 
situation where it sells for 153¢, forgetting about the 
taxes, then I «ould want an explanation of how these 


companies are able to perpetuate such a system and prevent 


anyone else from interfering in it. Whereas 

the natural run would be if you know a man is doing such a 
thing somebody should be able to get in there and make a 
lot of money or cut the price and reduce that spread. 

if their profits are too great is there not an opportunity 
for the imependent to come in? 

iigere 2s, mortally, but, vou, seen Mr eiiolan) “af (ome 
imperial sets the orice at the fleld the, eipeline ce. 
They set. my cost, not their cost. but my cost. 

Miat is, you are saying the Imoerial Sers tae eric war 
the Turner Valley product? 

Tae Turner Valley crude. 

is that so? 

The facts are the Imperiaz posts the price. 

You know enough about this situation to know that the 
prace is fixed for the Imperial by competition and other 
factors? 

Mel by 2 multitude of factors, not necessarily one factor. 
Well, let us call it the Tuperial prrce wt 2 on tikes 
Ves. 

They fix that price? 

vee. 


and that prevents you fram getting into the crude market, 


does it? 
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No, it does not, It does not prevent me getting into the 
crude market. The Imperial will sell me all the crude I 
want at $1,20. But it prevents me effectively getting into 
the production end in Turner Valley ana producing crude for 
75¢. 

If you had the resources you could get into that production 
end? 

Yes. If I had big enough resources I would not have any 
problem. They would compromise with me and let me in ata 
price that would be campetitive. 

Are you camplaining because they have the money to do this? 
No. 

What are you complaining about? 

IT am not complaining because they have the money to do it. 
I am complaining because they take steps that to my mind 
are absolutely illegal to create conditions in Turner Valley 
that bring about this situation. 

What is the illegal step they take? 

Well, I will go back. 

Go back as far as you like, where do they start ta become 
illegal’ 

Sturt at the beginning of the history of Turner Valley 
because that is the only Way to bring out that here. 
Turner Valley first produced through a number of wells 
naphtha, separator naphtha. That was before there was any 
absorption plant, producing plant naphtha. Now, separator 
naphtha....+«. 

THE CH&IRisn: Excuse te, Me. Flotkins, I 
suppose we are no getting along with that glossary. 

MR. FRAWLEY: | Yes, we are. 


I have a glossary, © printed glossary with all the terms of 
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the oil business, put out by a big firn in the United 


States. It might be convenient. 


MR. NOLAN ; tam glad. We shall be glad to 
have it. 
THS CHAIRMAN: . The witness says that he will 


make available to you, lr. Frawley, as a starting point 
at least, a digest of the terms and definitions as used in 
the United States, 
MR. FRAWLEY: The fact is we are workire at this 
but while we were on this accounting stuff we had let it go 
from day to day. I did not think we would get back into 
these words again until we got away from the accounting. 
This was an interruption which I did not forsee. 
TH. CHAIRMAN : It might be well to look at 
what Mr. Plotkins has and which he is willing to make 
available to you. 

mn It is a printed book with about 50 pages and gives a 
glossary of the terms in the oil industry. 
MR. FRAWLEY: You started to use a plant 
naphtha, and we have had several others, perhaps, dealing 
with the same product, plant product and absorption 
gasoline ? 

A The same thing, but in the trade we consider it or call it 
plant naphtha and separator naphtha. 
MR. FRAWLEY: Are these the terms used in 
Turner Valley also? 

A I eannot say. I did not look at it fram that standpoint. 
It is a late book. I got it a few months ago. 
TH CHAIRMAN: It might be helpful. 
IR. FRAWLEY: I would like to get that if you 
would send it to my offce I would be very much obliged. 


Q MR. NOLAN: Now, to come back. You began 
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With the operations in Turner Valley? 

The main product was separator naphtha. The Royalite 4 

came in wens lot of gas and a lot of separator naphtha 
and all the wells produced separator naphtha, of varying 
grevities and colors. 


ti L vest. The Royalite gave impetus to the activity in the 


Valley at that time? : 


Yes. 

And it was drilled mith Royalite money, wasn't it? 

I would not say as to that. -Tue Royalite shows, outside 
of loans of money, there was only a few thousand dollars 
put in g by the Poyalite as cash. The rest was really 
printed certificates. : 

In what? | 

In the purchasing of these other properties. 

You talked about that,the other day. Frieces of paper 

that the foyalite O41 Company gave to these other companies 
to purchase interests in their wells? 

Certificates, I would call them, which represented value. 
They have a value, be varie they? 

Yes, a public value. — | 

They gave something for the interests that they acquired, 
didn't they? 

Well, I happened to be interested vitally in 1923 in the 
Southern Alberta O11 Company, who had at that time all the 
major holdings in fumer Valley. They sold their interests, 
after peddling them around to everybody, the Union Oil 
and all the rest. of them, to the Imperial O41. 

Did they offer them to you? 

Not to me. I was not interested at that time. The Imperial 


paid by creating a new company and paid them 49% of the new 
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stock and took over everythin, look, stock and barrel. 
That is how that was acquired. 

And what were the shares worth? 

the shares had a speculative value. Iwill admit that, 
just as the Royalite shares have a speculative value. 

But that does not change the fect. You made the statement 
that the Imperial with their own money developed it. 

I said the Royalite developed the Royalite 4? 

Yes, the Royalite. 

Now, We are only now at 1924. We have a long way to go. 
All right. I will come back to the main subject. The 
facts were for a while separator naphtha was sold almost 
entirely, in fact, absdlutely entirely, to the Imperial 
Oil refinery and for some time to the Regal refinery. 
There was no Turner Valley naphtha finding its way to the 
consumer for various reasons. The main one was the average 
man owning an automobile or a tractor Was afraid to use the 
raw product for fear it would cause trouble in his motor. 
It was generally known that it had, that the product had a 
high sulphur content and the result was for a considerable 
time there was none used. Instead, all the production 
went to the refinery. Then the production increased and 
someone discovered that it would work in a car. In fact, 
the employees of different companies in Turner Valley put 
it in their cars and it Went and did not damige anything 
very much. The first thing people knew the farmers were 
interested and they came into the Valley, and they bought 
separator naphtha, and in a short time, say a year, there 
was a considerable market developed for separator naphtha 
through the fact the farmers would come to Turner Valley 
and buy the naphtha in drums and pay for it in cash, 


whatever the producer wanted. At that time separator 
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naphtha was selling for 10¢ to 12¢ and as high as 15¢ below 
the price that the Imperial was asking for a similar 
product, that is, a product that could be used in tractors. 

That created a condition where the independent waodiiver 
then disregarded the posted field price of the Thperial Oil 
and the Regal Oil - they both posted the same Prices, as 

f recall - and the Imperial was faced with a situation 
where their price did not mean anything because the 
independent producer was able to sell his outout, the whole 
of his output, to the farmer at $3.50, where, if I remember 
right, it was 10¢ a gallon -first, plus the tax ="and ait 
that time the Imperial said their crude was only worth 
$2.20 or $2.10. Now, naturally, the Imperial Oil, Royalite 
and Regal could not allow such a condition to continue 
because it was not only interfering in their purchase of 
crude separator naphtha but it was displacing their refined 

product in the market, and it was losing them a lot of money. 
So the trouble we found - I am just going by experience - 
the first thing the Regal O11 = Mr. Frawloy, I think, is 
very familiar with these different factors - began to selt 
separator naphtha in Calgary,itixca with so.e other pcoewd, 
to the farm trade at a price in competition with the 
producer in Turner Valley. They did not charge the farmer 
the tax, the Provincial Government tax that the producer in 
Turner Valley was religiously collecting from the farmer, 
with the result that in a short time the Regal was doing a 
land office business, because the farmer was escaping the 
payment of the taxes on this refined product. 

A Did the Regal pay the tax for the farmer? 


A aventually, the whole tax Situation Was washed up by new 
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laws. It was found that ee law was this and that and so 
forth - we will go into tr t later. The facts are though 
that the Imperial then - I recall going to see Mr. Stevens, 
the manager of the Imperial Oil, and asking him about this 
Situation, and I asked him the direct question. I said 
"Are you people selling similar product and not colleoting 
the taxes?" He made the statement that they hed not boun 
but they would start immediately. And they went considerably 
farther than the Regal. The Regal did make a nrofit in 
selling at 10¢ without any tax, because the product cost 
then seven or eight cents, whatever it was. There was still 
@ profit at the price when they sold it to the farmers. 

So that it was getting more profitable for the farmers to 
buy from the Regal than it was to go another forty-five or 
fifty miles and pay the same price and pay a 2¢ tax too. 

So it effectually began to curtail the purchases of the 
farmer in Turner Valley. Now, the Imperial Oil, when 
they said that they had a perfect right to do this because 
the excuse was the Regal hed done it, they went to work 
and they set prices - at least they distributed this product 
to. their various branches in the Province, not all over the 
Province but at all points where this naphtha was becoming 
a competitive factor, and they delivered stocks to these 
points and at orices that cid not include or that was not 
sufficient to cover the cost or the price they were paying 
in Turner Valley plus the transovortatics_.o that point, 
with t.s result - and they also did nov vwuarge any tax 
under the pretence that the law was mot very specific, 
which it was not at that time, in other waties,y 10 did not 


define gasolinc. 
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I would not say it was or was mt. I just say in the Valley 
the producer was collecting the tax but the other companies 
were not. we find then at that stage the Imperial Sresatitg 


a condition where the farmer did not even come to Calgary 


any more. He could buy cheaper in his own home town from the 


i:porizl Bulk station and he could no longer afford to come 
into Calgary or into Turner Valley, and the result was that 
the producer, the independent producer in Turner Valley was 
seeing his stock, his production accumulate to a point 
where he could not sell anything. Now, at that time we also 
find an agitation to have a Conservation Act. I1t was just 
about that time, 1932. Now. you say "Well, what isthe 
relationship between a Conservation Act and the price of 


Dourner Valley naphtha, om @ condition in Turner ‘Valley 


Where there is over-production?" I want to make this clear 


for tne information of the Commission.’ The anount 2s 
naphtha, of separator naphtha that was produced in Turner 
Valley at that time was only &@ fraction of the market 
requirements of Alberta, let alone Western Canada. There 
was at that time considerable crude imported to make up 
the deficiency. So that the purposes of the agitation for 
a Conservation Act was not to prevent crude coming in or 
was not to conserve gas, although that was one of the 
factors andI am not going to deny it. But it was mainly 
the fact that the bigger companies had tn find some way 
of preventing further development and p-swonting the 
imepenteuts from carrying on their activities, which had 
the effect of displacing the refined products of the 
major companies. 

So they were instrumental in briming bout the policy of 
conservation in 1931 or 1937? 


Yes, and it was very effectives 
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And that is why? 
ues, 

And you say that the Conservation Act was really prompted 
by the big comp ani es? 
Yes. 

Would you go so far as to say the last Act was prompted by 
the big companies? 
Well, I will read the result of that) last) Wegisle pion and 
you Will have the picture your own way. 

What I want you to tell me, Mr. Plotkins, if you will, 
please, is, you are against conservation in any shape or 
form? 

aa avo ee I am absolutely in favour of conservation, 


in other words, preventing waste. 


You are in favour of conservation for the other fellow but 


not lor your 

Sag hale ve a 

You have the whole output of this Sunburst well, haven't 
you? 

Yes. 

You have bought all their production? 

Wes: 

You do nbt want that well pro-rated, do you? 

No, not pro-rated to marketing, because that is waste. 
How do you want it pro-rated then? 

I want it pro-rated so that that well w Ti be capable of 
produc ng the maximum amount of oil as economically as 
possible, having regard to all the facts that influence 
production in the entire Irerd. 

Your position is the market requirements are not the 
measuring stick and if the Conservation Board thinks so 
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that is improper? 
I will go further and say marketing requirements has the 
effect of regulating the competition of the independents. 
But you say you are against governmental management of the 
industry and you include in that observation the Conserva- 
tion Board, do, you? 
Management of the industry? 
‘Yes? 
Now, there is a difference between managing the complex 
problems of refining and distribution and laying down the 
jaw for the resources, the natural resources that are Bere 
are, because of the conditions, allowed to be wasted. | 
That is two different things. 
YOu have been against conservation as it has been applied 
Mis Province from 19S. tillito-days 
No. That is not still in point. I was not against the 
principle of conservation even 2n 1932. 
But you have been egainst conservation as it has been 
applied by the various Conservation Boards since 1932? 
~% have been against the effect. i would not say that either. 
All I can answer is this, that the effect of the conservation 
Laws of 19331 or 19352 were to deliver into the hards of the 
Imperial all the biggest properties in TYurner Valley, with 
only one notable exception, and that is what Il was going to 
allude to. All the wells they have taken over, one after 
ihe: other, atten whey have made their rec -rties valueless. 
Ghevyan’ « . for them* 
First they created 9 condition where these people could not 


sell their products. Then they paid them whatever they saw 


fit. 
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Please answer my question. Are you against the principle 
of conservation as it has bem applied by these various 
Boards in Alberta? 

ft am against the principle of pro-rating to the market. 
The rest of it I am absolutely in favour of. 

You appeared before the Agricultural Committee in Edmonton 
at the last session of the House? 

mess 

ind you told the Agricultural Committee, which is a 
committee of the whole House, that you had had a telephone 
conversation that day with your chemist and that the 
Royalite Oj1 Company’s pipeline had refused to accept the 
Uey trom the Gunburst well 17 

That is. correct. 

Did you tell them why? 

At that: time I did not know. 

No. You just made that statement and left it at that? 
And it was correct. 

It Was correct? 

Les. 

They had refused? 

Absolutely. 

You tell me why they hed refused? 

I will tell you why now, certainly. 

Yes, tell me. You just teil me why. That is all I want. 
That was at the time there was an inter“=1 between the time 
the Ma land Comnsny had instituted action against the 
Conservation Board and the time that the new legislation 
was being fraticc- There was an interval between 
that there, to my knowledge. and to th2 common knowledge, 
in fact, it was in the newspapers, there was a notice to 


the effect that wells would be allowed to produce and there 
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would be no restriction imposed or at least no penalties 
imposed. 


Yes? 


If they continued their operations and disregarded the old 


Act. 

Now, where is the notice. Because there wis no such mtice. 
I want you to shaw me what you interpret 2s meaning that. 
There was such a notice. 

Peavey £Ot TU 

There was a notice in the papers un* th: fxet remains that 
the Mayland well continued to operate wide open and no 
prosecution took placs. 

MR. PRiwWLHY: Mr. Chairman, nobody can explain 
that better than myself and, perhaps, I can now just say 
what it was. The Mayland interests commenced action against 
the Conservation Board of Turner Valley, seoking an 
injunction. While that matter was before iir. Justice Ives 
and during the time he took the application under advise- 
ment, and before he gave his judgment, we were naturally 
asked what our point of view was respecting the enforcement 
of these orders against the apnlicant and the applicant only; 
We very properly said we would not enforce the Board's 
orders against the applicant while the matter was peming 
pefore fr. Justice Ives. 


we. NOLAN * The Sunburst Oil Company was 


nov one oF those avplicants? 
No. 

WR. COMMISSIONER LIPSsTT: Is that a recent thing? 
Last November. 


MR. MOLAN: The Sunburst was not one ofr 
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the applicants? 

That is correct. 

And you were endeavouring to get the Royalite pipeline to 
take the entire production of the Sunburst well? 

We did. 

More than the allowable? 

More than the Government allowable, that is correct. 

And they would not do it? 

No, they would not doit. That is perfectly correct. 

But they had done that before when there was no Conservation 
Act, so 1 donot see a ny big merit in their conduct. 

axceot you had infor:ict the Legislature presumably they 
neds retused to transport your oll? 

That was true. 

That was true as far as it went but it did not go very far? 
well, thet was to the best of my knowledge. 

Because you did not take the trouble to find out why? 

I did not have any opportunity. 

You were on the telephone with your chemist in Calgary? 
Yes, but he could only tell me what the field had informed 


him. The reasons were naturally in the minds of the 


Royalite. 


There is one other thing I wanted to ask you,Mr. FPlotkins.... 


TH: CHAIRMAN: Before you start anothor phase 
of the cross-examination I think we Will take a short 


recess. May we see you, Mr. Frawley? 
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Q Mr. Plotkins, in your brief, Exhibit "123", you say you 
would recommend the rescinding of existing Tesiricvive 
Statutes under which this artificial comnetitive system 
had been created, what particular Statutes did you have 
in your mind when you said that? 

A I had lin my mind a number of Statutes on the books of 
Alberta. 

Yes, but what were they? 


A Oh, they pretend or they purport to regulate the transporta- 


UO. 8 ds @ 
Q You mean the trade and industry's regulations? 
A No; it is under the Fuel 011 Tax Act and under the Trade 


and Industries and under the Highways Traffic Board, 
the various large bodies who are now..... 


para. une Pipe line.Act? 


b 
i 
O 


there «re m regulatiors, covering the Pipeline Act at 
the present time. 


But there is@ Piesline act? 


© 


A Yes, but there are no regulations under it. 

Q Would you reveal that Act too? 

A That Act? 

Q Yes? 

A Well, I would continue it, Judge Carpenter infoms me that 
under the present Act he cannot do anything about it, all 
he can do is to declare it a common carrier, but he cannot 
set up regulations. 

Q And what about the Conservation Act, is that restrictive 
legislation? 

A It is in its present form, it purports to regulate pro- Me 
duction to market. 


Q Yes. Now, I understand you to oy, 1 think, ie. Plotkine, 
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that it costs you 9¢ to transport by truck fran the 
Imperial Oil Refinery to your refinery? 

That is correct. 

And it costs 6¢ by the pipeline facilities? 

inet 2s rient. 

Did I also understand you to say that in the busy season, 
and when is the busy season? 

On,it depends, in the Spring and Wail. 

Does it mean seeding and harvest? 

Mostly, yes. 

That is what creates the busyness of the season? 

Tes. 

But in the busy seasons it is economical to you to use the 
pipeline facilities? 

At the present prices. 

But that in the ¢ull season it is more economical for you 
So.use your trucks because they are not more profitably 
employed on other work? 


Thret is right. 


Pata Ghet is what you. dor 


Toat is what 1 do. 

You use the pipeline in the busy season and you use your 
trucks in the dull season? 

ces, 

And you propose to continue to do that? 

If the rates remain as at present. 

Yes, 2nd is it 4 fact, let me nut it to you this way, when 
you transport from refinery to refinery by your trucks, how 
do you arrive at that 9¢ a barrel, does that take in 
depreciation and all those things? 


No, that is a price Which we would pay, in fact we did pay, 
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a competitive orice for that distance, we had a regular 
rate, a schedule of rates for trucki ne. 

That is what you would have to pay another company to do 
Le LOT Ou? 

Yes. 

So. you sey that ts. a competitive price, and you give us 
that figure of 9¢ as what you would have to pay? 

Nes, that. is correct. 

I think I follow you there. «re you taking some oil mow 
through the pipeline? 

No,) L am selling it. 

When did you take the last? 


he last, oh, aporoximately a month ago. 


> 
(ou, ocerhavs, know the id-te, and LT would De glaneito heave 17 
from you? 

edo not Know the date. 

wee: 1%. in November? 
decannot say exactly... + Read ly, T am ce aioe a pe that 
end of it. ‘the Plant Superintendent looks after that. 

i 45 at least asmmonth? 

I thi;k so.. We have been buying other crude and trans- 
porting it by truck. 

Ves. I.notice 2lso that you say that based on your 
calculations of investment and expenses the price should 
be 53¢ a barrel? 


Yes. 


Well, mw, what did you place as the value of the investment? 
. 9 a 

Well. at this stage I do mt think. that Js can\ intelligently 

a ’ Cc wv 


discuss th:t phase of it. 


Don't you think it would be better to delete that from 


your memorandum then? 
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No, I do not. When, when all the facts have been gone 
into by the Commission and I am able to correlate the 
various costs of the different operations then I will be 
able to say how I arrive at that cost. 

Would you not leave that for the Commission to do rather 
than have two persons doing it at the same time? 

Well, I can present my figures and how I get at then. 

Your figure at the moment is 54¢? 

Yes, 

And you are not prepared to discuss the backgpound of 
investment and expenses? 

No, mt at this moment. 

But you. did say, Mr. Plotkins, that we should leave the 

books out of the quest ion? 

Mae 

and we should Look to the physical assets, the physical 

inventory of the assets of the pipeline? 

Yes. 

The physical assets of the pipeline as they are’ 

Yes. 

That is your idea as to how the rate-base should be 

arrived at? 

Nu, that is my idea as to the value of the plant and 

equipment that the Roy>lite should have in its operating 

of the pipeline end; in other words, I si:y this, that 
if you want to know the value of the plant and equipment 

of the Royalite division, the Royaltte pipeline division, 

that you should send out competent engineers and make an 


inventory of what they actually have and value it at 


replacement values. 


Yes? 


Having in mind the fact thet Royalite is situated like any 
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other company, similar company, that when they build a 
Pipeline or build a tank, they do not capitalize the 
associated labour, the administration expenses and the 

int identals, but only capitalize the pipe, the pump, the 
tanks, and so forth, because usually the administmtion or 
the labour is disregarded because it is not recoverable, 
and that is the usual practice With Standard Oj1 Sompany 
and with any other well organized company in arriving at 
costs. 

So you say "Forget the books and go and value the physical 
assets"? 

Forget the books, not entirely, but forget them for that 
and then come back to the books and find out the costs 

by etisg af it ean be. found oud. 

AY) right. Now, ir. Plotkins, in this agreement that you 


have m>de with the Sunburst Oil Company, dated the 3lst 


oe March,.1948, and I think 10 isven Hxhiviy in tie case... 


TH: CHal RMsN: Did you hear Mr. Hill's 

evidence the other day? 

[ did hear Me. Hill, part of it, 1 Was onky Nerevyam of the 
time. 

Me. NOLAN: Did you agree with what he did? 
Well, he based his values on a totally different practice. 
AS 1 understand it, he went oul, Of ay Beast. yess ne 
probably examined the books and went out and inspected 
the physical properties, found out what the earnings of 

the company were, found out the possibilities of future 
earnings and just made up his mind on that basis what 

that plant was worth, which has no regard to the actual 
cost of putting that property there and he did not, x 
most Likely, take into consideration &@ number of factors 
that I would if I was charged with the duty of setting the 
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rate. For instance, there are three lines out there, 

mr W, one is used to transport plant naphtha. I um still 
going to use those terms, I do mt know of any other term, 

or at least that is the term I usuzlly use, and one is 
employed to transport separator niphtha. Now, that is 
mostly, those two products being they are not sold to the 
public, they are mostly transvorted for the convenience of 
the Imserial Gil Refinery and the cost of transporting them 
does not enter into the ealculation of maintaining the line, 
they have that product and they are going to transport it 

no matter what the cost is. Well, now, if there is not 
sufficient plant ee or separator naphtha available 

to create an open market and thereby the two lines are only 
going to be used intermittently, is it right to include 

their value and the cost of their operation for the 

minimum amount that is going to go on gradually decreasing, 
it is only a question of a short time until there will be 

no separator naphtha and it is true that for some consiserable 
time there will be plant naphtha, depending upon conserva- 
Gion, but. the way 2% looks mw there will not be any 

plent naphtha, sé those two lines and that investment and 
that part of the cost of maintaining, and administration 
and operation, has to be gone into, and there are other 
aspects such as whether the pipeline division maintains 

nart of their staff for the convenience of tho bipericl; 

in other words, they may have other activities in the field 
that have no relation to pipeline, but the pipeline division 
is a convenient means of handling it in the field. Well, 
now, all those things enter into what it costs, and I am 
surprised at this stage, I want to make the remark, Il am 


surprised that the Royalite, or the Standard Oil of New 
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Jersey coming into this court and allowing ail these dis- 
cussions of hypothetical costs of administration, to spend 
all that time, when I am convinced in my own mind and from 
experience that: they mst have their books Kept in such a 
way that they know what it costs; in other words, they 
have not properly segregated, I spent three years with the 
Maple Leaf Petroleum, which is now one of the Standard Oil 
of Wew Jersey direct subsidiaries, and I cannot conceive 

of the Royalite not knowing what it costs to gather, what 
it costs to transport; in other words, you are dealing with 
@ puzzle, with figures where actually the figures must be 
available which will determine exactly what it costs. to do 
it, because I am convinced, and what I know of the comnrany'ts 
operations, that they have properly segregated their 
expenses. 

So you feel We have beem wasting our time? 

Well, I feel that something has happened which is mt right. 
I would not say wasting your time but I, feel that the 
Royalite is in the position, should be in a position to 
present a proper figure without in all this time 
Boadie into 28% and 15%, when the two figures must be 
available. 

Now, in your contract with the Sunburst Oi1 Conpany dated 
the 3lst of March, 1938, Exhibit "lee", I notice a definite 
agreement between the Sunburst Oil Company and yourself. 
THE CHALEMAN: The contract with the Sunburst. 
PAPOReLISSE TI Before you start that, you said 
something about three vipelines and two of them being 
chiefly used for this olant naphtha? 

and separator naphtha. 


And separator naphtha, 1s that solely for Imperial purnsses, 


or does anybody else get it? 
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Well, I am informed, I am informed, just bean recently 
infomed, that the British American does use one of the 
Pipelines for separator a nlant naphtha to some small 
extent, 

I don't know quite wh:t your point was, what point you were 
trying to make? 

f Was trying to make this point, that they have accumulated 
three pipelines through their activities in Turner Valley, 
the first two were acquired because of the necessity of 


transporting naphtha. In fact, they inherited one fram the 


Regal, so that now we have @ crude oil field, the naphtha 


is disappearing, that is the production is gradually being 


reduced to practically nothing; now, normally, if there 

had never been a naphtha field the Imperigl or the Royalite 
would have built a 6-inch line, or whatever it is, they 
would have considered necessary, and there would have been 
no other line, but now at this stage you are asked to 
eonsider an investment of two other lines, which have served 
their vurpose in the main, and asked to recanitalize then 
and to provide for their retiremart and for prota, ard 
itis true that the Royalite will answer "Well, the 


oresent 6-inch line is not of sufficient capacity so that 


at times we are forced to use the three lines." Well, now, 


that is only true because the Conservation Bocrd imposes 

a system of pro-ration to market. If to-morrow they decide 
that is wrong and they want to allow pr .z.ction to come out 
of the ground in an efficient and unwasteful manner, 
uniformly Seto the year, or at least as uniformly 


as possible, that 6-inch iine is twice as big aS necessary 


sr at least it is considerably of greater capéicity than 


would be required under that condition, so you have to take 


those factors into consideration. 


me 


re 
, $ bar a Sma 
a . _ . ", 
2 
. ‘ ey based 
, f Ma bee 
: ~ sf . 
; ‘ . 
= ji : ag i 
4 AS ¢ : 2 i 
o a - : 
; . wt} 
* ? 
: cr Be 2 te. 
ae ‘ = B 
se E * pis & if 
& ne “s : 
oe Be : eo . 
¥ 
é ‘ rs 
a 5 
ae 2 Fon : a a 
oe 3 . 
% x 
s 
‘ : Fan ‘s 
: , ; 5 ale) S 
: 5 cae ‘ he 8 a bt Lc 
cad Z . s % 
i et : : 
es : ; 
Ferecy 
ae ae = s e 
aes a = 
ote Sas 
ee eu & 
= eee 
ay . 3 x : 
3 ~ > wa 
’ ft, - > 2 ” 
* = ae 
: 2 Bes 
: : = 
a , 7 iS - 
4 Ke ea : Bik 
a = = i 
a2 ‘ c ee, is : 
« ii 4 ER biel ; = 
er ; ae 
< “+5 oe . Bae 
i = ie 
ce va 
“ 
ca 


- 


her 


bay * a 


he 


. ey 
ae ? 
rng Ae aes .. : 
ra ne ‘ 
. wv: : 
bs: 2 % 1 
oF 5 t 
* a : 
pe 2 , 
: 2 
rf t 
id ee > a, = 
. ; : . 
t 
= < 
= + 
= : ~ 
Eines \ 
~ = a 
= 
pod 
7 ey 
~— 
: nes ” 


: i 
+ 
£ cy 
; ” 
oye 
as: 
=. 


‘ 


Peon 1. rlotkins, -5277- 


Q MR. NOLAN: Now, looking at this Exhibit, 
it is "125", it is the agrecment between the Sunburst 
Oil and yourself as the refimr, and Lion Oils Limited as 
the distributor, and you hold a controlling interest in 
fren O7ls Limited? | 

A Ho, 1 hold no controlling interest. 

Q POD hold en jaterest in, Dt? 

A One share of $50.00, 2 share. 

Q Who holds the others? 

A 4 umber of Calgary. and Alberta citizens. 

q Nominees of yours? 

A No, they actually own them. 

® andin this agreement, to just look at one or two clauses. 
Srrperarraons, | notice in 2 cdo) have you it beforeyou, 
you have not another copy of it? 


No. 


> 


"The intention and agreement of the parties hereto is that 


rm 


the refiner't and the refiner is you,: Mr. VPlotkins,tand the 
distributor’, that is Lion Oils Limited, ‘shall purchase, 
use, trezt, process, distribute and market in their 
respective aforesaid businesses the production of the said 
well in priority to and with preference over any other 
petrpleum and, or petroleum products up to the extent and 
amount of the oroduction of the said well as the same is 
produced from the said well." That means what, 

Mr. :+lotkins? 

It just means that in our operations we use preferably,....-« 
Q The production of this well? 


a Or this well. 


And then I see some provision is here for storage. I made a 


aD 


rote of them, in $ (b), the amount of the surplus, all the 
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surplus production fron the well sold or marketed by the 
distributor shall be sold on the basis, no, that ts ;not it, 
yes, $ (b), that is "the distributor’, and the distributor 
is the Lion Oils Limited, ' may from time to time provide 
storage facilities on the refiner's own premises for storing 
@ portion of the proéuction of their seid well as may for 
the time being be beyond the then immediate requirements 
of the refiner's refinery and the distributor's market. 
Any such production so stored shall be and remain the 
property of the producer until paid and scttled for by the 
distributor." What storage do you charge, Mr. Plotkins, 
under this contract? 
Well, so far that questi on has not arisen because we have 
been prevented from producing more than we can market from 


rime. GO “C2me-. 


Well,-that would be a question of negotiation, well, in fact, 
I do not know thet that would either, 1 think we would be 

ez: lled upon to pay it because it would be for our 

convenience andI do not see how we could charge storage 

To ne aoet Company. 

Then I will pass to paragraph 7 (c), "The distributor’, 

that is the Lion Oils? 

Yes, the Lion Oils Limited. 

‘Shall with respect to the surpius production of the said 
well disposed of by it be entitled to charge and deduct 

from the proceeds thereof, in addition to the charges under 
paragraph (c) of clause 6, a commission at the rate of 8% 

of the sale price, F.0. B. Calgary or Turner Valley, 

Alberta, as the case may be, or 73¢ per barrel of 35 Imperial 


gallons, whichever is the greater.” That means to say 
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that the Lion Oils Limited reserves to itself the right 
to dispose of any surplus production not needed for their 
own refinery requirements? 

No, we didn't reserve the right, we undertook under that 
cont ract to dispose: of it and pay for itt no metter what 
happened, and collect that commission in doing so. 


"Shall be entitled to aharge and deduct this commission"? 


Met.i's right. 


What did you sell that surplus production at, what price? 
All the production, all the surplus which we have sold s 
far has been sold at the regular pipeline price plus the 
charges 

ae ene pene field price plus pipeline? 

16S. 

All e Lt? 

ALL OPN G's 

Since this contract has been in force? 

Yes. 

That is putting the Lion Oils Limited in the position of a 
broker for the purposes of resale? 

That is it. 

ft is over and above what yourequire for the vurposes of 
your oWn Trelinery: 

“jell, it was done so as to provide an elasticity, from the 
time we took the well’ s production, which night be a big 
producer, until the time we could adjust our operations 

to absorb that production. In the meantime, we would sell. 
Yes. Now, I do not want to lead into any discussion about 
this question with you, where you ask about itr. Hill and 
the firm of Ford, Bacon & Davis, which ‘lr. Frawley asked you 


about, but I just want to put this to you, do the Standar¢ 
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Oil Company or any of its subsidiaries own any shares of 
stock in the firm of Ford, Bacon & Davis? 

Which Standard 041? 

Any Standard 0i1? 

Myinfornation is that, that all the Standard 011 Comparies 
jointly operate in that way. 


Why didn't you put that to that man when he was here? 


Why didn't I put it? 


Yes, you heard him? 

He may net know. 

You know, do you, where did you get your ‘information? 
I got my information from the United States. 

Yes, where? 

Well, when the time comes..... 


The time has come,.Mr. rlotkins. 


[Hi CHATR ivan : . Yes. 
WITNESS : Well, I do mt feel it nas. 
MR. NOLAN: Well, we do, and the Commissioners 


supports rie. 

TH CHALRMAN: Mr. Plotkins, you made a statement 
here, you said this, "Is the engineering firm of Ford, 

Bacon & Davis, of which Mr. Edgar G. Hill is an employee of, 
a part of the Standard Oil system of engineering appraisal 
legal and management firms owned jointly or individually 

by Standard O11 Companies?" Now, what did you mean: by 
making that observation? 

Well, I just put the question to the Commissioners. 

You put the question, and why? 

Why, because I feel if that is the fact, and then you have. 
the :nswer +o 2 lot of our difficulties when it comes to 


Sutting legislation on the books of this Province. 
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Q 
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Well, you say you put the question? 

Yes. 

Am I to understand that you put it in the hope that some 
day the Commission would have the ae ee 


iaet dis: ab. 


And that you have no re=son to nw suppose that your 


question is based on fact? 

Well, I will put it this way, Mr. Chairman, that I am 
hoping that the resources et the command of the Frovince 
will permit them to get to the bottom of it and my reasons 
are that it is common knowledge in the trade, that is in 
the oil trade, in the United States, and what I mean by 
the oi] trade, I mean the people that ET am in contact with, 
im my purchasing of the lubricating oils, greases, crude 
oils, Ethyl and so on, all these various facilities 
which we must attend on, for it is common knowledge among 
these men, the executive, that it is one of the firms 


owned by Standard Oil Company. 


(Page 3282 follows.) 
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THE CHAIRMAN: You say it is within 

the knowledge of these people. ‘sho has stated to 

you that it was within their knowledge? 

iMatiwis ripht. 

Me. NOLAI': who? 

Lam telling you various men, such as the representatives 
of the Universal Oil Vroducés, whieh is a patenting pool 
company; Railroad officials that come into contact..... 
Who, the nene? 

Yhy the name? 

THE CHAIRMEN: "611 because... 

I am not making ean assertion, I am asking the question. 

You say it is within the knowledge of these people. 

How do you know that? bet us be quite nee You are 

here as a witness at the moment. You are not now running 
&n oil plant. You are here under oath? 

Yes. 

You say it is within the knowledge of these people. . 
Assuming that you are making only a statement that is 

true, how do you know that? 

ell, I must in my experience - I mean I must draw from 

my experience in weighing matters. 

Did anyone ever tell you that it was within their knowledge? 
Yes. 

What is the neme of the person who told you that? 

Wo, I do. not think I want to answer thau. I do not 
want to implicate eny other people at this ste e, 
Bee hie there vere other assertions or at least other 
questions I have put anc you will want to know this 
and know that, and you are entitled to know, but I do 


not want to jeopardize the other things I am going 
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bes. 


to be able to present tv this Commission by revealing 
my means of information at this time. 
As f understend you, you are not refusing to answer, 
but you say if you are now compelled to answer it will 
prevent you getting other information‘ 
That is correct. 
But ere this Inquiry is concluded you are prepared to 
make answer? 
heat 1S correct, yess ix. 
Let us have no confusion about anyone stsnding there 
and seying "I won't answer". 
fue> 2S correct. 
THs GHAT RAMAN: wOll mr. Wolan, 
that is the reason. 
MR. NOLAN: And he has your permission 
to delay the answer to this question until the time 
it seems proper to make it? That is, of course, before 
oun anguiry 2S over. 
TH GAs IRMA: That is so. 
That is correct. 
br OLA Ly 3 I stand by What the Chairman 
says. I am guite content with that, Thank you. 

we LAY: I had just a question 
or two and “r. Patterson perhaps has some. Hr. 
Plotkins, you told me that you were famisier with 


the crude situation in Montana, personali; familiar 
with it* 

Yes. 

Is there any question in your imind as to there being 
real competition between montana crude and Turner 


Valley crude. Is it a veal competition that exists? 


Cr as 
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You said something about competition being taken into 
account in part at least in arriving at the Turner 

Valley price competition from Montana. low I want 

to know if there is any question about the reality 

of the competition between Montena crude and Turner 

Valley crude‘ 

There is no competition between Turner Valley crude 

and Montana orude. 

You say there is no competition? 

No e For this reason as I explained before, the Imperial 
does not have to worry about the Kevin-Sunburst or Cutbank 
crude. It is in strong hands, in hands that have a market. 
They control their own marketing facilitie . The 
independent producers in either the Cutbank or the nsxevin- 
Sunburst field of themselves cannever compete in this 
territory. They have no means with which +o find markets. 
In other words, offering crude does not create competition. 
There must be people available who can buy that crude 

and can refine it and market it. Tha t is one of the 
difficulties in enalyzing competition in.the.oil business. 
They can offer crude for nothing. itight now there is 

odd lots available for 50 cents se barrel and it does 

not move into Alberta. 

Yes, why? 

I will give you an instance. I have son: srude dovwn 
thaye. 1. cennot afford to bring itp heres wat 1 

have a market for it. 

Why? 

Because by the time I pay the freight end pay the excise 
and refine it I cannot meke it pey. 


Gannot you sell it in Saskatchewan? 
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A No, I have tried. 

Q Is there not a very close relation between the price 


of Cutbank crude laid down in Regine and Turner Valley 
crude laid down in 4egina? 
A No, not laid down in Kegina because there are no inde- 


pendents in Regina to buy it. 


Q, There is one, “r.Fowler's company? The Consumers! 
Co-operative? 

4 Yes. Are they in Regina? i was under the impression 
they were in Moose Jaw. They would be in a position 
where they would pick their crude on the basis of value, 
and all other small refineries. But their volume is 
smll compared. In other words, at, would not jdstiry 
the producer in sevin-Sunburst embarking on a 
production program to supriy a market which today is 
there and tomorrow is gone. | 

Q You seid you had crude in Montana. e will be going 

into the reality or otherwise of the Montana com- 
petition as entering into the Turner Valley price. 
But I. say to you there 18 an independent vetinery in 
Regina. Why could you not sell that crude you 
have in Montana’? 

& For various reasons and I will enumerate some of 


them. There is not only the question of price 

enters into crude markets. The price ma; ve com- 
petitive, but the facts are that the Turner Valley 

crude, beceuse of its different make-up, different 


basis, different gravity, different composition, 


requires less capital to refine and market. That 


fact, prices being equal, would still permit the 
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L.L.Plotkins. Seem 
Regina independents to purchase..... 

a Turner Valley crude’ 

A Turner Valley crude, and then there is another factor 
I happen to be familiar with, and I do not think I am 
disclosing anything. I endeavoured to sell them crude, 
Turner Valley crude as well as kevin crude. 

@ You endeavoured to sell whom? 

A Regina, vhat do you call them. 

C2 The Consumers’ Co-operative? 

A The Consumers' Co-operative. They said "Well we are 


perfectly ready to buy crude at the pipe line price 
but we need some credit. ie need a »6000.00 line of 
Gredit. 6 need also someone that is big enough to 
carry us during the winter time and so on." 
Now that is another fect thet influences markets. 
Now then, there is another factor, the quality of the 
crude. ‘when we refine the Sevin-Suhburst crude we 
not only get a smaller quantity of gasoline, and Il 
am referring now to the independent plants, that are 
topping plants - but we get an inferior octane grade 
of gasoline and that product is not comparetive, and 
the refiner and the marketer has that to consider. 
So that there are a number of points apart from 
price and straight competition that affect the 
Situation. 

Q All right, thanks, Mr. Plotkins. 
MR. HARVIE: Mir. Chairman. On 
Mr. Plotkins' evidence there are some points that 
I would like to examine him, but they really come 
under merketinz and refining rether than pipe line. 


As far as I can see from my notes there is nothing 
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LeL-Plotkins. 
strictly on the pipe line, and I will question him - 
I understand he is to be recalled and will be giving 
evidence on the other phase, and possibly it would be 
keeping matters in more logical sequence by leaving 
that part of the examination until the proper time. 
THE CHAIR: hatever you think, Ii. 
Hurvie. 
WS RARVIi: Yes. 

Q THS CHAILIAN: I just want to be quite 


olear on one thing. You saiac that the Imperial fixes, 
at least the “oyalite fixes the vrice of crude in Turner 
Valley and that an independent has no way of getting 
away from that, because their measure of control is 

such that their price fixing could not be interfered 
with by anyone else? 

b That is correct. 

G I do not fully appreciates that and I want to understand 
you, aS to where you say that point is reached that an 
independent cannot, by bidding, affect the prices. You 
see as I understood you you said if they hac control 
of 10% it would have an effect? 

YeS. 
Where does it stop? ‘shere is the dividing line? 

A There is no dividing line as fer as the ability to 
purchase crude. 10 might do it or 5jo, depending on 
the firm that is doing it, and what I me@n by depending 
on the firm is this, in order to get the ahswers to 
the erude situation you must know the marketing end. 
You must know the set-up or the picture of the marketing 
end 100 because it is only the ability to market the 


finished product thet gives you the chance and the ability 
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LeL-Plotkins. 
to effectively buye In other vords, I would be in a 
position - I would not be in any position to buy anything 
if I did not have any cutlet. If I did not havo any 
refinery or outlet. If I have the outlet end I can 
Still contract and I am purchasing it and the Imperial 
in this case knows I am able to, they recognize that 
fact in weighing the competitive factors. On the other 
hand if they know’ I am on a basis where tomorrow I nay 
be a factor, in other words 1 have secured a customer, 
we Will say a big job, and I am able to sell them 
some finished product, The volume is very respectable 
and it permits me to go into the Turner Valley field 
and contract for 2000 barrels a day. Wow the Imperial 
is in this position, if there is no way of breaking 
or interfering with the contradt between me and the 
refiner, and that jobber as the marketer, they must 
then come to me anc sey "All right, what are you going 
to do? ‘ihet price are you. going "to payr” Vell now, 
they will bargain with me and say"Well now, we ,kDew. 
You Go this and we will do that." In other words 
what we call a game of see-saw. They will give us 
edventages in other fields or in another piece of 
business, or if they happen to be a Canadian wide 
company, in another Provinee. In order to see 
they have no disadvantage, end if’ Te agonnc’ fe18..' 
in with their views, what happens is this, They won't 
come to me. They will endeavour to put that jobber in 
the difficult position, by offering him a better 
price, and he will break his contract without any 
qualms of conscience, or by cutting or reducing the 
selling price of the refined product in the territory 


market. ‘hich is another way of saying that whoever 
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LeL.Plotkins. 
controls the price and the market of finished products, 
controls the crude situation 100%. 
a) Have you had that experience? 
A Yes. I c@n relats a personal experience, of the Maple 


Leaf Company. This was in 1926. The iple Leaf is a 
typical example of what happens to e company that 
endeavours to, even with a lot of money - and it 

had a million and a half dollars which to thei looked 
like a mountain of money, and to m looked like a 
mountein of money - is a typical exemple of a company 
that starts in and owns its own crude and its own 
refinery, and has enough money to go out and esteblish 
its market and still is crowded out and crushed out 

and teken over by the Stendard Oil of New Jersey and 
their shareholders are thrown 107 on their investment. 
“hat happens there is this. They were not able to 
interfere with the crude because the crude production 
was in the hends of the directors of the refining company 
So they were not going to sell out their crude in order 
to interfere with their investments. They could not 
interfere with the refining because the refinery was 
owned by the same people. These people had sufficient 
money, sufficient income and they went out anc established 
their own marketing output at the time when competition 
was much more restricted than it is today. I happened 
at that time to throw in my lot with them by leasing 
them plants and went to work for them as sales danager 
in chorge of marketing. And the Company established 
itself in Calgary and Drumheller district from the 
South, that is from the border, Coutts, to Korth of 


Calgsry a few miles and sast about 125 to 150 miles. 
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trUsPrlotkins: 
But they made the misteke, the directorate made the 
mistake of concentrating their marketing efforts in 
a limited area which made them vulnersble. ‘hat 
happened? They had the refinery, they were able to 
produce cheap. They were able to refine in competition. 
they were able to market as cheap o. cheaper than the 
Imperial. But after they became aggressive and had 
alreedy taken up a great share of the market in that 
particular territory, lir. stevens, the then mana@ar - 
well he was then assistant-manager and tir.Teagle was 
then manager, just nicely notified me and our Company 
that we had to discontinue this practice and that 
practice, and gsve me a three pags typewritten 
“cont co tiie" and "Don't do that™ and “Don™t) do 
this . it was against the’ethics of the business." 
Nov what happens? They threatened if we did not observe 
their regulations or their ethical precepts that they 
would put us out of business, and they did, and they 
did it in this way. The directors were weak. They 
refused to stand up against the competition of the 
Imperial. I advocated that they stand up. ‘shy? 
Because I knew the business. I had been at it then 
for a number of years, but the menagement felt or the 
directorate felt that the Imperial wes a big company 
and their resources were so much more thah they had 
and it would be unwise to fight. They forgot that 
in the oil business it is when you do not fight that 
you go oute “hat happened was, in: spite of the 
promise of the Maple Leaf directors to abide by the 
demands of the Imperial Oil, which was to cut out 


this and put the price up and &o on and so On and do 
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fewer Lotkins. 


this and do that. They cut the price 2 cents just the 
seme. That was about two weeks after thdése meetings, 

and ina few weeks another two cent cut, and then they 
began to undermine the Company. The Standard Oa or 
New Yersey - I happen to be familiar and I am talking 
frcm personal knowledge, then approached the main 
Shareholders and offered them a premium for their 
holdings which assured them a nice income for quite 

a few years, and left in the lurch the minority 
Shareholders ~ and iir. Frawley is in a position to 

speak as to that because he helped to investigate. 

I made charges ageinst the directorate at that time 

and lir. Frawley was good enough, after a lot of prompting, 
tO £0 into that end. He is familiar with the situation. 
Now the result was tmt we had a meeting of the directors. 
I myself and an accountant went threugh the records and 
the situation developed that the people that had control 
of the shares had secretly sold out to the “tandard Oil 
of New Jersey direct. There were no intermediates. [I 
happened to be one of the shareholders with 10,500.00 
in there, and was fighting good and hard to preserve it. 
The shareholders finally reeeived, after a number of 
years, 10. I received 100j. Wow here is a company 
that hed everything to work with, and would have 
prospered tn the normal course of things, but there 

werd conditions brought about and they were undesmined 
to the point where the Standard Oil finally took the 
plant over and the rest of us had nothing to do about 
Le There is a situation there. Now that is typical 


of the methods that are used to determine competition. 
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Eelerlotkins. 


They adapt themselves, the Standard Oil officials 
naturally are quite capable of analyzing @ situation 
in any given instance and adapt themselves to that 
Situation and conforming themselves to it and bring 


about conditions that they wish to create. 
(At this stage the Hearing was adjourned until 10.30 


A.M., January 3ist, 1939). 
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IN THE MATTER OF THE PUBLIC 
INQUIRIES ACT 
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IN THE MATTER OF a Commission, dated the 
12th day of October, A.D. 1938, to inquire 
into matters connected with Petroleum 
and Petroleum Products 


Commissioners: 


The Honourable MR. JUSTICE sapere hod igi 


hairman) 


—and— 


L. R. LIPSETT, ESQ. 
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Letter from the Hydro-Fete Oil Co. to 
Imperial Oil, January 10th, 1930, 
asking whether a supply of crude oil 
can be furnished. 


Similar letter as ixhibit "124" addressed 
to British American Oil Co. 


Reply of the British American Oil Company. 


Further letter to the British American 
Oil Gompany re above. 


Statement “List of Turner Valley Oil 
Wells classified as to names of purchasers 
of production under contract.” 


Telegram British American Oil Company Tor- 
onto, to Zu. L. Harvie, Barrister, Calgany, 
as set out on Page 4384 of the record. 
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LuQh L. PLOTIINS, having been re-~ 
called, examined by lir. Patterson said: 
Q@ WR. PATTERSON: There are a few questions, my Lora, 
thet I wish te ask the witness. 
TH: CHAIRMAN: Téa: 
Q@ wre Plotkins, in answering .ir. Nolan, you were discussing a 
Situation in Turner Valley under which the independents had 


a great amount of crude naphtha? 


A Yes. 

id and were supplying the Alberta market? 

A Yes. 

Q And you went on to say that the Royalite put out a product 
which was able to coripete with the arude naphtha? 
Yes. 
You said something about the Imperial claiming that this 
product they sold was not subject to taxation under the then 
existing gasoline tax act? 

4 That is correct. 

Q And it was sold without the payment cf taxes? 

4 Without collecting the taxes from the consumer. 

Q while the independents were selling and collecting the tax? 

A We collected it and the Government were insisting that they 


should collect it. 

Q New I think you were going on to say what you considered to 
have been brought about by that situation? 

A Yes. 

@ what was that? 
when that situation occurred whereby the farmers cculd buy at 
Rea Deer cr Ponoka cr Youngstown, or a number of points through- 


out the Province, and those points that were stocked by Imperial 
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with naphtha, depended on the fact of whether the farmer 

in that district was actually going to Turner Valley or not, 
in other words they did not stock any cheap naphtha in any 
district where there was no competition, where it was not 
necessary, but in the district where there had been es~ 
tablished a market for naphtha, the Imporial in that par- 
ticular locality in their own bulk plant stocked this 
naphtha and sold it at a price usually of about one-half 
the freight cost between Turner Valley and that point with- 
out collecting the tax. 

Q@ In other words competing with the crude naphtha? 

b vhat they did they simply took the Turner Valley field price 
and added one-half of the freight, the cost of shipping that 
naphtha from Turner Valley to the point of distribution and 
to make sure that no one could compete with them they just 
cut that cost in two and the further fact that they did not 
collect any tax placed the producer in Turner Valley ab- 
solutely out of range insofar as the competition is concerned 
and he was soon in a position where his stocks accumulated 
and he could not sell them and at that particular time I re- 
Call the Mayland interests had used quite a lot of tankage, 
they built more and more tanks hoping the time would come 
when that gituation would change am the other interests, 
the bigger interests in the Valley, - the smaller interests 
they were more or less compelled to shut their wells in, - 
the other larger interests bought tankgage and accumulated 
the products. Now at that stage there was the same agitation 
ag there is todey "find markets", the general public was not 
aware erg market existed but had breen artificially closed 


to the producer. Now I at that time approached an independent 
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refiner, a large independent refinery at Coutts, it was 
then called the Stellarine plant and that was previous 

to its acquikition by he British American O11 Company. 
You wil. notice by the way, that all thése independent 
plants just seem to slir right into the hands ef the major 
companies. At that time the Stellarine Company were will- 
ing to purchase naphtha for distilling purposés and do 
away with the Oklahoma product they were importing, so 
that we made a ctntract, I made a contract as an indivi- 
dual with them tr purchase naphtha in the Turner Valley 
field, process it and transport it by truck to Coutts. 
dell now I am stating that because, to show that even al- 
though the Imperial o» other companies can shut up a 
market, a former market, it was still possible to anyone 
familiar with the business to find other outlets and tat 
is exactly what those in the business, that we in the dis- 
tributing end of the business, proceeded to do, find places 
where it could be marketed-e wJell now at that particular 
time as I say the same agitation occurred, everyone on the 
street, the papers and everybody else was full of the fact 
that we could not sell cur naphtha, at least the independ- 
dents could not and that, coupled with other factors, 
caused further agitation and as I recall it the Government 
was pressed to do something about conservation. Now the 
fact, I want to say probably before I go into that matter, 
I made representations at that time to the Provincial 
Secretary under whose department the tax is being collected 
and I pointed out other various instances over several 
menths, without getting any reply, that Sebi pae companies 


were evading the payment of taxes and finally in December ,1932, 
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if hy memory serves me right, I notified the Provincial 
Government that I too wes not going to collect any more 
taxes because my business had dwindled to the point where 
I could not sell anything. iy farmer customers or other 
customers would not pay me a premium to do business vith 
me, so the result was that in that year, I reached the 
point where I was doing little business and I notified 
that department from that date on I was collecting no 
taxes-Then I think ir. Frawley will recall I was pros- 
ecuted over a period of a year or e year and a half and 
the end of it was that the department in Ndmonton lost, 
according to the information that mr. Trowbridge gave me 
at the time, a sum between 500 and 750 thousend dollars. 
In other words, the treasury was deprived of that muvh 
money because the Imperial and the Regal and other com- 
panies subsequently, - myself to the sum of {§:7500 I think, 
did not collect the taxes. 

iire Plotkins, I suppose you are not saying, not asserting 
that the tax was a legal tax and whould be collected, you 
are not necessarily asserting that? 

No, I am not stating the legal position. 

They may have had legal grounds for not collecting it. 
They may have been justified but I am only stating the results. 
You are just stating what resulted from that situation? 


Yes. Now that agitation and that situation brought about sme 


Pogsa.a Provincial losa-~- 


THE CHALRwAN: You started to speak about Stellarine? 
dell if I follow that, the minute I secured the market in 
Coutta,by the way, I also began to ship naphtha across the 
line, I found markets in hontana and the reason there were 


markets available was the fact that naphtha was going to dis- 
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place casinghead naphtha in iiontana for the same reason; 

we could lay it down to the refinery cheaper, at less 

cost than the competing products from Oklahoma or Cal~ 
ifornia but I recall about three months or less, two 
months, after I be#an to move a considerable quanity ef 

this product South, that the Conservation Act came iske 
being and the police, the siounted Police, shut our plant 
down in Turner Valley and inside of about two weeks I had 

no contracts and I had no plant. lverything was shut 

down. Well now it may have been due to this, it may have 
been due to that, but that is the fact of what took place. 
Now at that time the Royalite began to purchase these 
properties. I recall that I had a contract with the Com- 
monwealth. .-I had a contract with Hastcrest Company. The 
Hasterest Company did not sell though, they were ina little 
stronger position, the manager was able to build storage and 
says "we will wait until conditions improve" but most 
companies were not in that position with the result that 
Royalite acqired company after company. Now the reason 
they acquired them is very simple, because they could not 
market their product and as a result could not pay their 
bills and could not meintain their establishment and they 
were better off to accept Royalite stock which was at least 
paying a dividend and was convertible into cash on the 
market, than to continue carrying on producing properties 
which were losing money with no immediate hope of any better~ 


ment. Now thet is the situation that prevailed at that time 


and which is a parallel today, 
THE CHAIRUAN: what time was that? 
That was, if I recall right, in 1932. Lf think I can refer to 
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the date of the acquisition of the Imperial Oil or the 
Royelite and that will give us approximately the time. 
lure Frawley can tell us what year that was in, all this 
tax trouble and subsequently. 

MR. FRALEY; I have not looked at it, Mr. 
Plotkins, for a long time and I do not recollect. 

A It doesn't give the date here, E can lnok that up, sir, 
and let you know. 

Q@ THH CHAIRMAN: You say about 1942? 

MR. FRAWLEY: If it relates to the Gonservat ion 
Act, the Act was passed, my Lord, in 1932, nobody knows 
better about that than my friend Mr. Patterscn, about 1932. 

A When was that. 

Q $|MR. PATTERSON: That Act was passed in the Spring 
fon 1932. 

A Well it was about that time, 1932, 1933, was when all this 
uproar took place in Turner Valley. 

Q Me. Plotkins, in order to get this thing right, you are not 
Buggesting the Imperial Oil Company did anything illegal in 
connection with these matters? 

A fold L don't know. It i8 just my difiticualty an errivige., 
what is legal and what is illegal. It is a fact as far as I 
am concerned that conditions were brought about that forced 
these companies to sell. Now I do not know whether it was 
legal or not legal. It was not morallly right so far as I 
am concerned, to bring about conditions that weuld dispessaess 
someone else. 

Q Perhaps this is what you are saying, that these companies have 
efficiext generalship and management? 


A Nc doubt about that. 
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They adapt themselves to the fields they have to operate? 
That iw exactly it. 

Q Now Mr. Nolan spoke to you about a statement which you made 
at the agricultural committee, that Royalite had refused to 
take your production? | 

rr Y6s-~ 

Q And he was referring to the period after the Mayland action 
had been commenced? 

bh Yen. 

Q Now going back to the period before that Conservation Act had 
een passed, which the agricultural committee had under con- 
Blder tion? 


A Yes. 


Prior to the passing of that Act there was no government re- 


& 


Striction on the production in Turner Valley? 

A That is right. 

Q But there was proration by the Imperial and the B. A. in res-= 
pect of the wells they had under vontract? 

A That is correct. They purchased a proratio from their own 
contract holders with their own wells but it did not apply 
to independent production. 

Q Prior to the fonservation Act, at that tims the Sunburst was 
entitled to produce to its full capacity? 

A That is right. 

Q@ And you were entitled to take, so far as the law was concerned 
as you understood it, the full capacity of Sunburst? 
That is right. 

Q@ But I understand you to say that the Royalite prorated trans- 
portation so far as the Sunburst was concerned? 


A That is the situation, they insisted on prorating cur production 
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for transportation purposes. 

Q On the game basis? | 
On the same basis that their own Geran which had a little 
different effect. 

@ And that had gone on for a long period before the censer- 
vation act was passed? 

A That is correct. 

Q And had continued up to the time that Mr. Nolan speaks of? 

A Up to the time the Government began to do that. I might 
say there, that that is also a tactic calculated to create a 
condition, because it is self-evident that if any one 
company is able to impose conditions on wells or on op- 
erators that are not under their control or are not under 
contract, which will tend or will actually prevent them 
from producing their wells to 4 capacity where they can 
make it pay and provide for further drilling and so forth, 
naturally if one sompany is able to prevent them from doing 
that, it cripples them or it at least curtails their op- 
eration and that is exactly what took place before the 
conservation was in effect and it is exactly what is tak- 
ing place now with the aid of the law. The conservation 
act forces them to do that now, where the Imperial forced 
them te do it before. 

Q THE CHAIRLIA N: Was that a competing factor with 
the other wells, the fact that they refused to transport? _ 

A Well they refused to transport any fir 6 than they considered 
was the allowable, their allowable, nothing to do with the 
Government whatever. | 

& ‘las that the same proration they enforced on their wells and 


their contract wells? 
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A It was the same proration but they decided what it was. 

Q But they appliea it equally to every well indélud ing their 
own? | 

A Yes, that is true, “9G with whith we were not concerned, 
the independents were not concerned what their markets 
were or what they chose to do. Now at that stage, at that 
point I want to make a little observation that will 
probably clear a point that Mr. Nolan was making about the 
imperial or the Royalite refusing to take oil which was 
produced above the allowable. Sometime ago I went to see 
Mre lWwcLeod and asked him to do me a favour. I knew that it 
was done right along in their own organization because 
necessity sometimes forced it, and I asked him if he would 
be good enough to allow me to produce a little more oil at 
a given period and then, transport that and then close down 
on us for the lutter part of the period. In other words 
for a number of days we produced considerably above the 
government allowable but at the end of the period it was 
made up. Well now that is necessary and if a company can 
do it at one time they can do it at another time and there 
would be no crime on my part to ask them to transport so 
Many thousand barrels or so many hundred barrels of oil at 
any given time. 

Q TH CHAIRMAN: Were you asking tire MeLeod to join 
With you in doing that which the Act prohibited? 

A I don't think the Act prohibited it. The Act dia state that 
we were to produce so many barrels, I do not know as it 
stated to produce it in a given time. In fact since that 
time the Conservation Board has made or has laid down a 
definite basis for production, so that naw we are supposed to 


produce so much a day, where before it was calculated on a 
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monthly basis, so that we would be well within suf rights 
to produce for two weeks at a greater amount and then shut 
down or slow down for the latter. for the latter part, so 
that in that time we would produce only the legal amount. 

Q THE CHAIRMAN: [I am not quite clear, Mr. Plotkins,that 
we ere concerned in this inguiry with the refusal of the 
Imperial to market the products because if they will not 
market it, there will not be the through-put and the pro- 
ducer will not get a chance to sell his 011? 

A No. 

Q So where do you suggest that they get their requirements; . 
supposing thore is something in your view that they might 
not want to take all they could or that they were allowed 
to, how would they Satisfy the market, get their oil else+ 
where, would they? 

A No, what ha ppens in any organization is that we do not 
produce exactly what we require. we have a certain rargin 
of reserve. 

Yes? 

And that reserve allows us to, at times, slow down or ine 
crease ovr takings in the field. 

Yes? 

Now, if a company had big enougr reserves and could create 
conditions for two months or three months, a long enough 
period, knowing that the group of companies in the field 

418 in such a position, two or three months will just bring 
them to their. knees, in a finansial manner, naturally they 
are able to make money by that tccause if they watch their 
chances or if, as in the case of a company like the Royalite, 
they have a company under contract, and also ina good many 


Gases, administer its affairs, they are then ina position 
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tO watch the times that they have not, they are not able to 
spell enough production to meet their ordinary expenses and 
they bring about a condition usually very hard on the 
company because most of these companies are in Ae hands 
of a trust company and the trust company insist on perform- 
ing one hundred percent irrespective of conditions, with 
the result that the Royalite is able to create a condition 
under which they can purchase those properties or companies 
pretty well at their own figure. Now there is the trouble 
in Purner Valley and always been. In other words if I, I 
am in a position to withhold purchases for a given time I 
can create a condition--- 

@ Yes? 
Yes, and that is exactly what takes place. 

Q Can ycu name any companies that were squeezed out in that 
way? 

A The facts speak for themselves. 

Q@ dll right, but do you know of anys you have been giving wat 
are supposedly facts? 

A Yes, I think. 

Q, Po you know any? 

A Yes, I think before this inquiry ends I will be able to bring 
eyvicence to that effect. 
You want to res the answer to that? 
Absolutely. 

Q You understand perfectly that some day you are going to 
answer it? 

A Oh yes, perfectly. 
All right, any questions, iir. Frawley. 


Q MR. NOL: I want to ask ir. Plotkins if I might 


be pemitted, if he was suggesting that under the Conservation 


Board order the allowable of orude oil was ever on a monthly 
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basis? 
Well so far as I know that is what, the way it was operated. 
Beg pardon? 
That is the way I understood it to operate. 
Because my understanding was that it was always on a per 
day basis and that I think ean be corroborated if it neces= 
sary to call evidence from the Conservation Board. 
Well you will find that at a given time the Conservati on 
Board did make specific regulations saying that we could 
figure so much a day with an allowance of 10 or 15%. Pre- 
vious to that there were no regulations and I know that lir. 
licLeo@ would not have acquiesced in my request if it was 
against the Conservation Act. 
No, he would ovey the law? 
He would have obeyed the law. 
MR. FRAWLiY: You were telling us yesterday about 
the iiaple Leaf Refinery at Coutts and at page 3291 you said 
that you were one of the shareholders with $10,500 in there 
and was fighting good and hard to preserve it? 
Yeso 
The shareholders finally received after a number of years 10%. 
I recei ved 100%. will you tell us a little more about that, 
why you received 100%? 
Well it is a long story but I suppose if you want me totell 
youre 
Tell it very briefly. as briefly as possible, there seems to 
be something left unsaid there as to why you should get more 
than the other shareholders got? 
Yell the facts were that after investigating the books of 


the company, or I will go further--—- 
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A The reel facts in connection with the influence of 
the Stancard Gil of Wew Jevsey on the Maple Leaf 
Oil & kefining Company were disclosed to me by the 
then -ecretary-Treasurer cof the Company, who vas, 
I do not recall his name, but I do remember that he 
was very much afraid thet he would get in trouble 
with the law of the country. He was an American and 
did not knov the Canadian lews and he was certainly 
afreid. And he made a report at my request stating 
the transactions as he had recorded them through the 
books, and he showed where there had been any amount 
of conditions where the parent Vumpany or at least the 
controlling company in I"inneapolis had, what ve normally 
term, milked the company. 

ta} Let me interrupt you. The lLaple Leaf Company was an 
American owned Company? 

b Origingliv it vss a company owned approximately 50, by 
Canadian producers ovning property in Montene and 
5O%o by Americén producers owning property in Montena. 

Q Lu was rerinines Montene erude ¢ 

A It was producing, refining end marketing Montana crude. 
Then sormbone suggested increasing, or at least extenaing 
the business. At that stege American benking interests, 
which later turned out to he the Standard Oil of hew 
gersey, came into the picture and advanced half a millien 
dollars, and subseuuently advenced another half a 
million dollars and finally, or at least during thet 
time thet the Minneapolis Company, which wes the ijid- 
West Oil Company or some such name, Mid-‘.est Uils, 
that they assumed cnntrol and the Company's offices 


were no longer under the orders of th directorate. 
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They took orders from the linneepolis office and all 
purchases of tenks and pumps and all supplies had to 
be done through them. The sales were under their 
control and it turned out during the investigation 
that they collected a commission both vays, both 

when they sold and when they purchased. The line 

of supplies were tinks and pumps and different things, 
and were purchased from their own company. So that in 
a Short time the iaple Leaf was losing money where 
before it hac made money and it vas on th.t strength 
that it was expanding. In a compsrstively snort time 
it Was in the red. Now 1 had ‘become familiar with 
Some of the factors thot was causinz the company to 
lose money and I protested to the directors, Finally 
as I said I prevailed on the Secratary to disclose 

the true position and he made the report. It was 

on the basis of that report that the Attorney General's 
Department of Alberte gave me help in bringing about 

a review of the situation. In that VCompany there 
was, if IT recall, about 150 shereholders besides 

the directors producing the oil, and they had prevailed 
on other men and women scattered over part of the 
United States and in this country and in the Old 
Country, Scotland, mostly, and they renresented 

four hundred and some thousand dollars of stock. 

I wrote to all these shareholders and asked then - 
told them what the situation was and asked them to 
assist me in having en investigation that would 

cause the parent company or the controlling company 

to put back into the treasury of the i‘eple Leaf Oil 


& Refining Company the toneys that they haa taken away 
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from them, illegally in my esting tion. Et Leter 
turned out it vas true. I reedived ,25.00, tI 

think, so I hed to fight alone. ll now, efter 

én investigation, the directors of the controlling 
compeny egreed to return to the company, to the 
Maple Leef Oil & w.ofining Company, notes and other 
securities to the extent of ,750,000.00. In other 
words, in the accounting it! vas found they had made 
mistskes end they had just teken ‘750,000.00 more 
than was coming to then. It was also disclosed. - 
that is where I learned a lot of the technique of 
the bigger companies in securing control of these - 
it was also disclosed that the pipe line was profit- 
able so they just natura:ily took it out of the 
company. Anything tnat was not profiteble it went 
into the company's expenses. low the result was 
that after this investigation and accounting I 
insisted that the perent company ratify the decision 
Bod tthe minutes or the Boerd of wireotors of the 
Waple Leaf Oil &« wefining Company, beeause I realized 
at that time the minute I was gone all they would do 
was to ignore the decisions of the board, being that 
the controlling company in Minneapolis controlled 
the Board and it would meen that there vas nothing 
to the whole procedure. 50 I insisted at thet time 
that the parent company or the controlling company 
in Minneapolis agree or approve of these minutes. 

It developed during the meeting that one of the 
banking representatives in Minneapolis - I do not recall 
what bank it vas - called me aside and he said " ell 


nov, this ie nothing to you. ‘hy should you fight 
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us so hard if we pay you 100 cents on the dollar, 
Will ‘you be sa&tisfied?". @ll I dic not make any 
Geers Pons.) f came to see tir. Frewley and i put ‘the 
position up to you and you gave me ne advice at the 
time. It developed I vent back and insisted that in 
Spite of the fact that they gave me my money in full 
that they should ratify the minutes and cause the 
money to be paid back to the Maple Leaf so that the 
Shareholders would get back their money in full. 

“@ll after a lot of intrigue and chicanery I finally 
did get mymoney, but it hed to come through 25,/hands 
all over the United States so that it could not-be 
teecead,yand so forth ana'so on. After three or four 
months I finally got my money in full, and the i@ple 
Leaf Company they apparently never did receive this 
money because the shareholders were finally paid off, 
after several years, at the rate of 10 cents'.on the 
doller. That iS tne “story - 


Rileriehty thank you. 
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DR. BOATRiGHT: Me.  PLotkins ,0 rien, wou 
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were testifying yesterday afternoon the following 
GUGSii omy We siasked.) is. i.ow LT do not dntend,..certe inly 
at this stage, to ask you anything about the general 
comments here, with just one exception, because there 
may be a time and place if it is considered necessery 
at all, to question you ebout the other matters covered 
im youm priet,) but Dido want) to-ask) you this, heve, you 
ge t. any good reason for saying that the Chairmen of the 
Conservetion Board is, or the firm of which he is a 
member, the engineering firm of which he is a mamber, 


is under the dominetion and control of the standard Oil 
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L.L.Plotkins. ok 
Gompany of Wey versey," and your answer wes "I will 
answer thet question in this way, I do not think 
you people should be quite so coneerned about the 
statements I heve made, if you take into consideration 
the fact thet the American vovernment some years ago 
investigated the activities of Stancard Oil, and at 
that time vas found that the very facts tmt I am...... 


Lo-ok, ig ° Plotkins eoeree 
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The feetures which I am now bringing forth took place."® 
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Then you were asked this question by hr.Frawley, 

me FY. PhLOotkins, did eny American Investigating 
Comurpses (ind thet ive. “.. HF. Knode, or the firm. of 
Parle r,cgnode,Foran and Boatright were ln any wey under 
the domination or control of Stanuarc Oil of Nev; Jerseyt". 
Your ansver vas “No, they dia not. svossibly they did 
not exist at that time as a firm, but similar firms 
existed." You are undoubtedly familiar with the 
result of thet investigation‘ 

A To some extent. I am familiar with tne final result. 

Q Do you know of ant Single engineering firm that was 
even mentioned in that investigation, American or 
vutherwise? Do you know of any single individual 
engineering firm that wae mentioned in that investi- 
gestion: 

4 No, i do not know of any by name. 

Q Do you know of any of the conclusions tht were brought 
out as a result of that investigation, any of them’ 

A NiO. 

Q You just knov there vas an investigation? 

A I know there was an investigation. 


You do not know whether any engineering firms were involved 
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in that investigation at allt 

Yes, I am sure of that. 

That wers they? 

I cannot give you the names. 

As a matter of fact you do not know whether there were 
or not’ 

Yes, .do- Iam basing my opinion on what I have read 
and because I assume so. 

You heve no means of knowing whether what you read was 
GOGre0) or not do your 

‘ell I assumed that it was, at any rate. 

“Where did vou read it? 

In various books. 

“hat books? 

In one amongst others "God's Gold". 

Is thet a technical Journal or an authentic compilation 
or is that a story book?f 

It is an authentic compilation of the activities of 
Standard Oil. 

Peas svory Lovet), 18) 1b not 

Vell, it is naturally a narrative. 

It is written in fictionsl style‘ 

Not necessarily fictional style, it gives the facts 

or purports to give facts. 

If it gives facts it undoubtedly save the sonclusion or 
the result of that Investigation? 

It gave come conclusions. 

“inat were they: 

I do not recell the detsils. The conclusions were sub- 
Stantially...... 


You do not knov wh ther then, whether there were any 
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facts brought out in that investigation. That is just 
your impression, @ vague impression you have got from 
reading that story book? 

It is not a vague impression. hnowing the business 

I knov that any company such as the Standard O41 could 
not carry on without the assistance of technical advisers. 
You do not know of a single firm of engineers or a single 
man that wes involved in that investigation? 

Not the person. 

You do not even know their neanes* 

No. 

Do you know where the investigation took place’ 

No. 

Do you knov' what. year the investigation was? 

Now ao not Know that. 

ll you have is this general statement to make about 

it, is that correct? 

No, I have more. 

From just a fictional story book. ‘jell, what are some 

of the faotst Give us one of the facts* 

I am not in a position to give you any facts. 

mo iacs Vou. do nou Know any of the facts do you? 

In relation to what: 

In relation to this thing we are talking about right 

now? 

hat are we talking about? 

You ere giving us a general sviatement. You are referring 
to the investigation of the Standard Oil Company, are you 


not, in that statement? 


That is what we are telking about. 
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L.L.-Plotkins. ass loe 

A I was not only referring to the investigetion but I 
was roferring to knowledge that I have gained in the 
bast few Months, in fact since the../é<. 

Q You did intend to refer to fhe investigation here then’ 

b That is part of my generél knowledge, certeinly. Also 
i have further knovledge. 

Q Please answer this question. Is it wpon your knowledge 
and investigation or is this just your general opinion? 

A You will recall I gave thet answer asking the Commission 


hot to get offended because 1 had made some stat: ments, 

or 1 had asked questions, and that was one of the reasons -~ 
I stated why they shoulda not get offended. They had nothing 
to do With the question I put, or at least it only had 
something partly to do with it. 


Insofer as that question is concerned this investigation 


&) 


had no bearing on th: t subject? 

A No, not directly. 

a In othex words, you did not intend that this statement 
that you made concerning this investigation should have 
any support as far as your question was concerned given 
in your brief, is that correct? 

4 Only indirectly. 

‘3 Indirectly how? 

A Indirectly I seid it had happened before and it could 
happen again. 

I You are putting it in the realm of possibilities, is that 
correct: 

4 Yes, that is right. 

es Then you had no knowledge of your own at all in regerd 
to this standard Oil investigation upon which you could 


base any such question, is that correct? 
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A Ves, 2 nad 
G, As a itatter of fact -re you familiar with the organi- 


zation of the standard Oil Company‘ 


A No. 
Q Do you know where the Standard Oil of iver Jersey's 


Oilises arey 
B P24 UO Note Lo KnoOv the eacress in’ the book... 7 have 


never been there. 


Us Do you know enything about the director=te: 
4A Wo, 6nly ine genere] way. 

Cs Do you know eny men that are in the company: 
4 “o, not the nanes. 


Ye 


Are vou familiar with any of its subsidieries: 
4 ‘“@ll I will bring you a list of thee subsidiaries. 
Cetin pero. be L700 of then. 


I know, these lists are published, 


4 And there is something else I want to bring to the atten- 
tion of the Commission at this stake, and that is the 
list published is not a complete list. The American 
Government, State Department, permit the Standard 011 of 


Now Jersey and other Standard Oil.sompanies not to dis- 


close all the firms which. they own or control. You know that. 
Q Under what Amsrican statute is that statement made’ 
ys) All I am saying is that the National Fretroleum hews 


publishsd a list of the subsidiary companies ano made 
that remerk or statement in thet edition, and thet is 
ALD Know. 


Q Do you have e copy of that? 


4 Iwill find a copy and bring it to the Commission 


beesuse I think it. is quite relevant. 


mow Lone will it take you vo find it? 
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A Possibly today. ‘.e hve it in our list of books. 

GQ, Do you know what dave that vas published? 

4 I think it vas last year. 

ag Have you anv idee of the month: 

A Noe 

G Then as a matter of fact you are meking a statement based 
on something you read and you do not know wasther it: was 
accurate or not? 

4 Iam judging it according to the same ides of reasoning 


end logic that I use in my ovn business. 

« THANG 2s Qi tierent. YOU are basing it on reading matter 
and you ao not know whether it vas authentic or not? 

A tartly. 

Q As a matter of fect, coming beck to this Stenvarda O12 
Company of New Jersey you have no knowledge right now 
eas far as basing this statement with which you are 
Concerned, you do not know whst the Subsidicry companis s 
of the Standard Oil Company of New Jersey are, you 
do not know anything about the Company's operations 


Or policy or anything of that sort do your 


A Only insofar as they affect me, I do. 
Q But as a matter of fact you have no actual reason for 


making any statements concerning, the *tandard Oil 
Company of iwsv Jersey’ 

A Yes, I have. 

co “het are they 

4 At the present tims it would be impossible for me to 
give you these facts for this reason, that they ere 
going to tie in with the refining end production and 
other points and phases of the industry, end we are 


not dealing with them at this stoge. 
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CG I @m asking you st this stage if you heve any facts’ 


4 I have. 

a} And you ure going to give those at a leter date like the 
rest of this information you sre going to give at a 
leter date? 

A Tease 

ie You reelly ave going to heve your hands full. 

4 I realize that. 


ms “hav is the firm, the name of the firm of which I am 


& member? 


4 I do not know the name. 
a De you know vhet part of Texas our offices aré in’ 
Lf N64 OL do “not's 


Do you Know anythin; about our organization’ 

S PeeaorVnotiin xcept what L have learned througn ba. 
enode "Ss ‘Sp2eches and remarks and. gsoforth. 

i At any tine has any information come to you of any 

kind that re were associated in any :éy with the cotandarda 


Qil Company of Wew versey’ 


A “ey. the intorme tion I have Iseeds me to believe that. 
Q Answer mv question now? 
A That is the answer. 


Have you of your own knowledge at any tine had any 
indication we were employed in any vay or affiliated 


in eny Way with the Stenderd Cil Company of New dersey*t 


Ls HO; yRoe -dapect ly. 
A All right, then. Your statement then concering us 


was only upon Orie on? 


A Oh no, it is based more on reason. 
&. Thatis different. You Know nothing about the firma: 
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L.L.Plotkins. =3010= 

A No, I do not knovi anything about the firm in Texas. 

I Know something about ix. Knode. I knov' something 
about his actions here. 

Fy Do you heve any informetion whether he is in any vay 
affiliated with the -tandard Oil Company of New Jersey? 

2 Doominowsa yin thay he is. ,.I do not Know. 

C And your statement of our company being affiliated with 
the Stendard Oil Compeny of lev Jersey was only a figment 
of your imagination? 

A I propounded a question and I am asking the Commission 
to investigete it, and I am going to give them all the 
information i have. It is for then to decide. 

Ss) You hive a habit of making innuendoes that carry lots” 
Of itpbications, and 1 am trying to clear up this 
particular innucado, which is purely a figment of your 
imasination, besed upon no fect whatever. 

A “Ebietiay 2@S.V7our opinion and you; are entitled) tonit. 

a Do you know anything about this firm or its workings 
or its policies’ 

A 1O-6« 

O Then your statement vas based on nothing bute figment 
of your imazinetion, is that correct: 

4 Oe 

a AViNrpiengy what vas it based on? 

£4 G11) 4) have. given you that before. 

iS Answer it agc ini: 

ak From certain information which came to my attention 
which led me to come to that conclusion. 

Q “het. knowledge? 

4 hnowledge of the actions of ir. i. node. 
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LebePlotkins. 233)7~- 
Hane them’? 
LI am not naming then. 
THs GHAIRIAT: . OY Moo 
&s I said before st this stage why should I. 
thy this question at this stuge then? In the brief 
you presented at this sta:e7 
“ell I dealt with the general situation in the preamble 
to the pipe line phase, and I thought it was proper 
at thet time. 
Still you put this question here because of certain 
actiors of tir. Knode of which you desire to speak later. 
Do I get you aright’? 
I was right in what? 
I say do I understand you aright? Am I understanding 
you correctly when you say the reason for puttin: this 
question in the brief which you present to this Com- 
mission at this time is based upon certain actions of 
Mr. Knode? 
Yes. 
Which you think it might be detrimental to this investi- 
gation to specify now’ 
Yes. Wot detrimental to this investizeation, but detri- 
mental to my own interests. 
Tike NOLALM: And what about our 
interests. 
THE CHAIRMAN: Now let us get this olear. 


I would like to get wry clear your reasons for refusing 
to answer. Are you co ing up here and making the 
statements that you have with the idee that you will 

not subject yourself to cross-examination about it at 


any tine? 
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A Oh NO, Not.at eny time. 

Q Vhen you go into that box you are on your oath. Do 
not be thinking about your interests, but you think 
about the truth. 

A That is quite clear, my Lord. 

a. Anc you will submit to any cross-exemination in 
respect of any observations you make, or any innuendoes 
you put forward. 

A Hella your Lordship, innuendoes, that is,your opinion. 
Peer re tahave  Me'd6 44.6 -< 

ee You s@éy you nave an opinion? 

4 168s 

a Tih yoo wall -ave. the reasons for forming thay opinion? 

4 ‘ell I have given them es good as I Gan. 

Q You sey that you propose deferring steting why. You 
de not nov desire to mention the actions of “rr. knode 
upon which you are relying for that opinion, an I 
right: 

4 Yee, you understanc me quite correctly. 

Ce You say the recson for that cdelcy is that you think it 
might affect further investigations you are making, 
which you propose to put before this Comuission’ 

a That is it exactly. 

I vant to make it quite clear to you and a very clear 
Pudeeq nat you will not retuse to answer proper 
questions Dut to you before this vCommission. @ will 
allow you to defer it but nothing more, is that clear’ 

‘A That is ebsoluizely clear. I guite realize my position, 
your Lorcship. 

Me Very good. 
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'p 
Fem) 


served in the Army and I quite realize what I am 
doing. 

TouUUwiTi be treated ike any Othsr  Wite sst 

I @m not asking for any favours. 

And you will get as fair treatment as any other withess. 
toanks very muchs» That 1s all Ieesks 

TH GHAIRMAL: I will let him defer his 
answers tc these questions for the reasons he gives. 
DX. BOATRIGHT: Now, tir. Plotkins, 

going on with this statement which you macc yesterday, 
this’ is 4 question asked by Mr.Frawley. "Q. ‘hat I 
want to know is that why, because they found some 
engineering firms in the petroleum industry were 
dominated by the Standard Oil Company of New Jersey, 
that you make the statement in this brief, or ask 

the question, that this firm with which Mr. Knode 

is connected is also dominated by the »tandard Oil 
Company of Nev Jersey?" Your answor wes "A. No, no. 
That is not the main reason why I say that. It is 
obvious, on the development , to my knowledge, 

during the last few months, when the time comes, 

when the Commission finally deals with the conclusions, 
that is the proper time for me to show the relationship 
between the different activities of the industry and 
why conditions exist as they exist today." Now 

right in there you deny it is besause of Mr. Knode's 
actions that you made that statement, and here you 
just got through seying it is because of them. Now 
Which is correct? 

vdeo net quite get your question. 

Ald right. Here you see you are Bored anenior it is 
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LO. Plotkins e 


ir. Knode's actions that caused you to form that 
Opihion and you sey "no, no" and today you come 


Onone ond cay “yes, "yes." . "Micah 1a ttt 


A PMonnoulguite seu that. iil you wead that over 
again*’ 
Q Pee peeled bo. "A. No, mo that: Pe" noe phe rain 


Toocsou wy LL soy Chaves. F 
4 POs WoOs Phat is not the main Yeason. “THe” main xeason 


with that qualifioation. 


7 You got through telling me that was the main reason. 
Now make up your nind. 
Pane PATTERSON’ NOs; Ne -GaG) TO sey ie 
was the main reason. 

Q De COCR TALC T ¢ Didn't you tell me you 


dig not have any of your own knowledge so far as the 
firm's activities were concerned, and you did not 
have any right to make that statement.You were making 


the statement because of some actions of tr. knoder 


A Partly, yes» 


CQ Partly? “hat else: “hat else are you basing it on’ 

A Some general knowledge of the business. If I want 
to create e condition I bring about certain facts. 

Q What are those facts? 

b I create then. 

Q Let us get down to the problem we are considering 
right here just now, dealing with those facts. ‘hat 
are those fects dealing with wr. Knode* 

THE CHATRIALS And relating to this 
firm* 

OG DR... BOATSIGHT: Yes, relating to this 


firm! 
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A We have a »orobiem, at leest the Royalite ané@ the 
Tmperiel and “tenderd Oil of New Jersey heve a 
problem in Turner Valley. The problem is age old, 
controiling production. In order to predicete 
Government Leislation to start with we have Z£0t to 
find some reasonable basis and in this cease the 
reasonable besis is the waste of gas. As everybody 

knows there is a weste of gas. The Government is 

coneerned with bringing about lecislation that will 
effectively control ges and the waste of it, end 

then when that is done it is found it is necessary 

to control gas,-not only to prevent its waste and 

burning in flares, but also to prevent the loss of 

TecOVery in tne crude oll end”of the fLicld. Se we 

have enother basis convenient for legislation or 

bringing about cénditions that. will give us authority 

to Control the sroeduction of crude oil. -well now, 

at thet stege we'heve to hav. some experts. The 

average men is not faniliar with these problems 

and we know that experts, like any other profession, 

tf One men's Opinion Vs this, the other’ sen!ls Opinio 

may be cifferent, and the result there is always 

two experts on both sides of the fence, differing in 

opinion, with the result it is a question of judgment 

as to whet should be done in Turner Valley in connection 

with the preventing of weste gas and meventing 
inefficient production methods of crude. Now the 

Royalite and its »arent ca. panies are not concerned 

with waste, except <s it may affect their future 

operations, Pririarily they cre interested in con- 


trolling the situation, because if they do not cControw. 
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the situation they won't benefit from any future 
Savings, or any savings of the present to be sold or 
applied in the future. Then at that stage we have a 
Conservation Board. Mr. Knode comes cn the scene, and 

a new factor is introduced, pro-ration to market. 

Now pro-ration to market would be justified under certain 
conditions, but is it a pure coincidence that is exactly 
what the Imperial and the lioyalite were trying to bring 
about on their cvcn, through their own efforts. I say 

NOs someone has sold the Board to that idea. The 
Board in itself, “r. Knode in himself is not a scompetent 
marketer or reliner. He is not: in 4 position to 
intelligently make any statements or opinions in that 
phase of it, and to my knovledg= hs has never consulted 
any outside experts. In other words, he has never 
Consulted any experts in that line thet were hired by 
the Government. 

Your mcan by that he did not consult you? 

Tam not claiming to be any expert. He went ahead, 

or the Board did, and we find one morning that we are 
Supposed to pro-rete to merket. No one in the Govern- 
ment at that time took any pains to find out what it 
meant, or what was going to be the logical result of 
thet policy.« But ve do-find Mr. khode in front of 

the House fighting with all the means at his disposal 
to impose that particular pro-ration to market, 

giving us wh:t,.in his opinion, were valid reasons. 
SStanovwcs2? the effect of all thet is to Dring about 

a conditicn where we are, the indeoendents in the field 
and in the business are dispossessed, I say there must 


be something wrong.. I came to that conclusion. So 
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that is another thing that caused me to investigate 

or to ask verious people something about mr. Knode. 

He made a remark in the douse - I thought a disparaging 
remark about the abitity and integrity of a firm, or 
some firm, I do not even know the firm. 

You do not know whet the statement was do you? 

“6L1l I can give it to you in the minutes. 

ew 20 ISO's 

"ell bEing the mihutes..... 

Is this for the future too* 

No, I have it now. The Government was good enough to 
Send me 2 copy or it. 

Vell let us nave it* 

i Width bring it this afternoon. I do no have it with 
me now. 

You are making a ict of broad statenents about the 
Royalite operetions. Vo you know anything about.... 


MaLy-a minute and 1:t me finish. I will finish my 


story. irs Knode made the statenent tht this partiotlar 


salesman was attempting to, sell some re~pressuring 
machinery to the Board... 

“hat company was that: 

I think it was the Clark.: Company, I am not, concerned. 
¢ Colne know the firms Bll i know It caused me to 
think vhen he mede that statement, and it scourrved to 
me i. knew that this firm was a large firm. 

het) Tin 

This particular firm which sells the machinery. 

You do not know the name? 

I do not remember the name. I investigated it. I 


look into a thing and forget about it. -I found tht 
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it was true that the salesman who was, by the way, 

an engineer, as is customary with this type of firn, 
and they made certain statements and in my own mind 
knowing the workings of that kind of firm, something 
about his whole organization, Sn it immediatedy led 
me to think, knowing vhat had occurred in the waple 
Leaf Oil « Kefining Company organization, I began 

to feel that there might be a question of commission, 
When @ milliol and a quarter dollars worth of machinery 
ts involved, so I vas told there was a member of your 
firm that \aS a re-pressuring expert. 

“ho told you that? 

My American acquaintances. 

tho’ 

I am telling you what I told the Commission yesterday 
in the course of my work L uset quite a number of 


American citizens in the oil business - 
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You vealize, of coursé, a man of your intelligence, you 
realize, of course, that when you make these wild and 
unsupported statements, that are very serious statements, 
that you should be in a position to back them up? 

peor we Am GUS ter oe aie 

You are making a statement here concerning the integrity 
of an engineering firm? 

f am not concerned With the integrity. 

What was your statement about commissions? 

Wait a minute until I finish and then you can question all 
you like; knowing what had taken place in the Maple Leaf 
Organization and knowing it was a question of two hundred 
and fifty or three hundred thousand dollars commissions 
involved I, as I said before, happened in the last three 
or four months, the time which has elapsed since this House 
hearing, £ asked quéstions of various people I met and 
iitesrned that in your Iirm, J am not making any accusations, 
Zt am stating logical conclusions of what took place in my 
own mind. 

That is, you are making your conelusions? 

I am making my own conclusions. 

And not exactly...... 

Poe 6b) inasinati om, Doeii admit this, ali that 2 am 
stating now. 

Then we will drop the subject? 

It is all imagination in my mind, but at this stage..... 
All right, that is good enough. Now, you made some 
statement about Royalite..... 

wait a minute until I ae let me finish the question. 
I don't think we are interested in imagination’ 
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TH. CHAIRMAN: Go on, whether we are or not. 


fayb® you are or are not. 


All I am saying is finish your answer whether we are or not. 


> OF © 


The facts then led me to ask more questions and finally 
eome to the conclusion, no one told me anything, it was 
just a series of related instances that made me think, made 
me believe that possibly it was, that the action of if. 
knode was not entirely altruistic, nothing critical about 
that. 

Q DR. BOATRIGHT: Just let us go back into these 
things, these innuendoes are bad and I want to point out 
right now to you, what you mean, what do you mean when you 
say Mr. Knode's intentions are not altruistic, let us find 
out What you mean by that? 

A Well, EE mean if a'man of the intelligence and ability and 

knowledge of ir. Knode insofar as production is concerned 

makes a statement that a certain firm is no good or a 

certain man is no good, and that was the general, my 

general understanding of what he said, there must be more 

fo it, Knowing, that is when 1 know, and 1 have investigated 

and agkked other men that are also in other, in the business, 
what about this particular firm, "Are they any good?" 

MYea " he said, they are one of. the biggest firms in the 

business. They are not likely to send a man up here that 

is not backed by the entire resources of their institution, 

I know that I Wouin aoe Sond: & MAM CU bs a sas 

Is that not a true statement, it was a big firm? 


Yes, it was a big fim. 
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Alt Ligh vt 
So that led me, naturally, to think , and it is the result 
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of logical thinking and asking questions..... 
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Let us see how logical that thinking was, ip. Knode said 
it was a big firm? 

No, he didn't say so. He didn't give us any information 
about a big firm. He just told us this man didn't know 
what he was talking about. 

What man? 

This particular salesman, I have never met him. 

You do not know whether he knew what he was talking about 
then or not, ido you? 

Whether he knew what he was talking about? 

Yes, you do not know whether the salesman knew what he was 
talking about or not? 

I don't even kno; what the salesman said. 

You do mt know whether the statement was correct, whatever 
was said? 

It might have been correct. 

Is there not a possibility that lhir. Knode was a capable 
gentleman and that he should know about these things? 

Yes. 

Would not any statement he would be apt to make, be apt to 
be correct? 

Yes, if there was no personal interest. 

and is that the whole thing on which you are basing all 
these innuendoes? 

Yes. Now, listen, don't let us call them "s4nnuendoes”, 
let us state facts, I am not going to stand for that. 

All right, what are they? 

All right, in business, business is business and business 
is a law, the law of a lot of big bussinesses is to get all 
you can. 

Is that the law you follow? 


No, I h:ve a conscience to follow, to answer far. 
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What law do you follow? 

I follow to let the other, to the best of my abadiiy, 
follow my conscience, I am an individual. Tvdo not adve 
LORE Ter. 

Now, is that thing which you have just got through telling 
about, is that the thing on which you base your statement 
COMcOD mre OUR rim 2 

Oh, that is one of the things. 

All right, let us have another? 

Well, no, 1 am not in a position at this time to give you 
any more. 

That is all you know now? 

Phat ts tal iknow mw, it pemot all I know now bub ates 
all I am in a position to give you now. 

Any more that you have not told? 


Yes, I know certain facts that Led me to certain con- 


) 
elusions. 

Let us pursue those a little further then, the fact that 
Mr. Knode said about some salesman, and let me get that 
efear, did) he say he, or that tae firm, was no good, or 
did he just state it was no good? 

tan not coiling to say the words, DL. will heve) to,look it up, 
but my understanding...... 

He either said it was or was not a good firm? 

I do not know even if he made any remarks about the fim. 
He did make some remarks about the salesman and that led 
me to believe that the salesman of an organization of that 
type would not come up here and not know what he was doir. 
Now, you do not know what the statement was though, and 
you do mt know whether it was against the salesman or 

for the salesman? 


Oh, I know it was against the salesman. 
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all right; now, just prior to that, you had left, by 
innuendoes, the effect in our minds or the assumption in 
Our minds that Mr. Knode would like to tie up with one of 
these compressor companies? 

No, I didn't leave any such. 

bo you think it would be possible, can you say, to obtain 
a commission, after he would knock the compressor company? 
No, I did not make any such statement or make any such 

PA lerence’. 

Then you do not believe that? 

Believe what? 

Nhat I have just got through saying? 

No, mt that way. iI simply said this, that wr. Knode made 
certain disparagime remarks about an individual, I don't 
even know him, and knoWing that a million anda half 
dollars, or a million and a quarter dollars machinery deal 
was involved, this individual representing a firm,the firm 
that he represented would not send him up if he did not 
know what he was talking about, especially when it was 
published in the trade journal, what was taking place in 
Turner Valley, and most likely other companies Were sendirm 
their representatives, and it was, at least it sounded 
peculiar to me that Mr. Knode should take that stand. 

In other words, he didn't use very much tact. 

So far as the Commission is comerned,......-. 

No, so far as general opinions of this venture is concerned. 
You didn't hear hir. Knode say that? 
Oh, yes, I heard him. 

Just give us the exact words? 

I don't remember the exact words. 
Well, what did he say? 


I don't remember, I am just giving you the conclusions of 
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what I understood him to say, my own conclusions. 

You don't remesber what he said? 

No, but it is a matter of record. 

You do mt know the company whom he siid it about or the 
company about whom he said it? 

I do not recall. 

He said it to you? 

Not to me, he said it to the House, in answer to samebody's 
Question. 
And you heard him say it? 

Yes. 

DO you mean to tell me that on the floor of the House Mr. 
Enode made some disparaging remarks about some salesman 
that sold Compressor or, some other oil field equipment? 
To another man it may not seem that way. 

This Ls your wimoression? 

That is what I told you right along, he made the statement. 
Pid he mention the man by name on the floor of the House, 
or the cOmpany by name? 

Twoo wt recall, but 12 am talking, about ell, that beacause 
lied G a matter) of record. 

Because this is very serious, and you should realize how 
serious it is, you made a wild statement here and i Just 
Boe ie cue eae Wena bo ld a, 
Well, I have given you all I know about it. 


And when it all boils down, it is just your imagination? 


Absolutely. 

DR. BOATRIGHT: All right.) that is aii. 
TH: CH IRAN : Any more questi ons? 
MR. FRiuwWLLY: That is all. 


MAJOR LIV?SuTt: Mr. tlotkins, I want to get back 
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to what we are talking about at the moment, and that is 
the question of the pnipeline and the pineline Pavey 

LI gather from whet you said that so far as the Turner 
Valley end of it is concerned, that your company and the 
Sunburst and the Hylo wells, that you buy from, get at the 
present time exactly the same service that the wells get 
which supply the Royalite? 

You mean in service, insofar as transporting the oil? 
Insofar as gathering and transporting and pro-raticing 
Well, all, we do get the same service exactly in every 
respect but one, we do mt get the oil delivered to our 
refinery direct. 

iL want to first of all get the Turner Valley end? 

The Turner Valitey end, we get exactly the same sérvice as 
anybody else, 

And sll the gathering and everything else, the service which 
is given there is done for the 15¢ rate? 

Yes: 

And. when you come to the Gleary end of it, I understand 
your complaint is that your o11 is not delivered to your 
refinery for the 15¢, in the same way that it is delivered 
to the Imperial? 

That? a.Scorrect. 

And in your case in addition to the disadvantage, you 
yourself provide these two tanks, 1500 and 500? 

Well, that is not a disadvantage. 

No, but you yourself provide those? 

I provide my own storage. 

Whereas in the case of the Imperial the Royalite provides 
the tanks for the Imperial there? 


That is correct 
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pe 2 Wend) torget, if 1) can, clearly, the difference, 

as I understand it, and correct me if I am not right, the 
CLigewien 1b first of aly goes, when it comes to Oalgary 

it goes direct to the Imperial refinery? 

Yes. | 

And then it goes over a distance of what you describe as 
about a thousand feet, to the Bell refinery? 

Oh, it is more than a thousand, it is two miles, if I 
remember right, whatever the figures are, it goes from 

the Imserial to the Bell refinery. 

To the Bell refinery, two miles? 

Yes, roughly two miles, 

Well, is that Bell refinery not the place where you say the 
Oil is all joined up with the Imperial premises, with the 
Imperial refiner y? 

Yes, previously to us taking oil through this line it went 
to the Regal and to the Bell, and when we were authorized 
to use that line we just merely connected on t it from 
ties terminus, Or at Least Prom a ‘point, inthe; line, v0 
our tanks. 

Then forthe 6¢ rate, ‘there is first of all a"pipeline 
direct, by either Royalite or the Imperial, to the Ball 
refinery? 

Yes, oh, well, no, there was no movement of crude in that 
line previous to our connection with it. It was oreviously 
transporting the refined product from the Imperial refinery 
to the Bell refinery. The Regal had discontinued operations 
at that time. 

Yes, but there was a pipeline all that way? 

Oh, there was a pipeline in existence and it was being used 
regularly. 


And that was the property either of the Royalite or the 
\ 
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Imperial? 
A Now, pardon me, I think there are two pipelines, I am not 


D 


be 
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A 


Sure whether there are one or two, I went over the Line; 
but it Was the property of the Imperial. The reason I say 
there must be two pipelines, they transport refined products 
as well as crude and they cannot do it very well in a line 
as small as that. 

Then from the Bell on to your refinery you provided the line? 
snav 1S righ t. 

You put up the money for it? 

Barry ait. 

Built it to the Imperial's specifications? 

Piet ws Tent, 

and) thet’ Line 1s your property? 

Ves. 

hour Dropper ty? 

Yess 

And “that is a line Which you say is about 1500 feet? 

Tiet as Correct . 

Bo, ute tin order to Bet the crude oll v0 your retiunery you 
first of all had to pay the 15¢ rate, plus the 6g rate, 
plus providing a line for the balance of the journey , 
yoursel f? 

Yes. 

Whatever that particular service is Worth? 

That is right. 

On the basis of 6¢ being proper, what wold the figure 
which would correspond with your outlay be, approximately? 
Oh, well, the cost is so small, that it might amount to 
one-tenth of a cent a barrel, something like that. 


Very small? 


Very small anyway. The whole investment in the line is very 
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small compared to the trzffic which is going through it. 

Q And in order to nut you on the same basis then approximately 
as; the, your competitor the Imrerial, you would have to 
get the oil delivered to you at 15¢ at present instead of 
Clee 

A Le. 

Q And even then you would be out the disadvantage that you 
have provided your own tankage and whatever small outlay 
micreria in this 1500 foot line? 

A Well, this line, 1 would lift up, we could take it up and... 

Q If you got.a connection? 

And so far as the tanks, I would have to provide them in any 
event. We need this method of operation, so that Le) no 


disadvantage there. 


a) 


a Is it your opinion then that the Imperial «re in the same 
position, that they would have to have the tanks which 
they have cut there, at their refinery, which we now know 
they are getting a rental for? 

A Phar iv cubstantially correct, ifr. Commissioner “in other 

Words, in any event, they would need their tanks for their 


own storage. 


Q Just the same as you do? 

A Absolutely. Of coarse, that does not mean the pipeline 
should not have any storage because there is n> doubt.....- 

q No, but I am trying to get whatever the picture is, the 


position is that you are providing the storage tankage at 
your refinery? 

Yes’. 

Well, now, just follow thet up, we did heap through Mr. 
MeLeod that you would get some eccommodat ion from the 
pipeline tankage at the Imperial refinery, th=t you do get 


it “rreom time to time? 
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A But we did get some. 

a) That you kept oil stored there for some time, something was 
said about it, I know? 

a Well, the facts are that we received the oil practically 
Simultaneously with its delivery into Calgary and it may be 
that at times, when it was not convenient for the Imperial 
Oil, or maybe at times when it was not convenient for us.... 

Q Yes? 

AA To receive the oil for a day or two, but usually the balences 
were very small, daily balances in the line, so that we did 
not participate to any extent, to any anpreciable extent, 
in the storage available at the Imperial 0il refinery. 

G Speaking generally, have you sufficient tank storage at your 
refinery for your refining and other purposes? 

A CaO. Ob im The Winter time. 

Q ahem you ~do cet some service or some accommodation from 
these Imperial refinery tanks, do you? 

A We will, if we are allowed to store; up to now we have not 
received any appreciable accommodation. 

Q Up to now you have not? 

No. 

Q Well, you said in giving your evidence, page 3223,I think 
it was, that'normally under ordinary pipeline tariff, 
the pipeline comnany would build it,"that-is,would build the 
line to your refinery? 

A Yes. 

Q "But in this case we offered at the time that we made the 
demand or the request to pay for thay ines 

A Yes. 

Q In the ordinary case, to put you on an equality with your 


competitors, you say that the pipeline company should have 
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elven "yout hat? 

Should provide that line. 

rrovide that extension? 

Pes). 

At their expense? 

Yes. 

And included in the rate? 

Polided in the rate. 

Now, there Was some conversation with Mr. , between Mp. 
McLeod and yourself, when he was giving evidence, in which 
he made some offer to you, or sane type of offer, that if 
there was sufficient through-out,that he would be inclined 


tO consider giving you a connecting nine? 


Yes, he made that offer. 


Nav Das that been Followed up at all? 

I subsequently went to see tir. -cLeod and asked him about it 
end wre tsai di “well you make a “written application ‘and 1 will 
Subir a tito Toronto", and that as exactly the wosition we 
are in to-day. 

Have you done that? 

Not yet, because I felt that this Commission was going to 
make a report and set rates,that it would automatically 

be our privilege or our right to get a direct connectoon 
and have the tariff published. 

In other words, the effect of your proposition, as I see it 
is that, in considering the rate you should be nut on @ 
equality with the Imperial OPT? 

If I am willing and able to pay for it and give nie the 
terms of the tariff. 


That iswhat I mean, you either should get a connection se 
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your refinery or there shoult be some allowance off your 
actual r2te for not getting that particular service that the 
Imperial O11 Company gets? 

A Mat 2S correct. AtOthysS stage might I make a relevant 
observation, in Montana we are allowed, the nineline allows 
us ly a barrel for using our power and DUMPING “the, O11 inv oO 
the main or into the gathering line. Now, that is a 
service which we do for the pipeline company and get paid 
nay eel a 

Q, When you say that you get it, the well gets it? 

A The well gets it and it might be feasible to look into that 
phase of it particularly in Turner Valley from the standpoint 
of the pipeline tariff. 

Q Is the cent a barrel what is charged, you mean just for the 
pumping or is that charge for the use of the gathering 
lines as well? 

A No, we pay a definite rate, 10¢, but we get badk credit 
from the pipeline company of 1¢ a barrel for pumping, 
because if we do not pump it they would have to do it am 


probably et a greater expense. 


Q Who orovides the gathering limes to the well thot does the 
pumping? 
A They provide the gathering lines and the pump, and in same 


eases they do not provide the pump and they make an allow- 
ance for the pump. 

g So that, in effect,, they provide the lines and the pumo and 
the well does the actual work? 

A The well does the actual work and the same thing occurs in 
Turner Valley. The well does the actual work of pumping 


into the lateral or into the gathering line . 
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Leon L. ¢lotkins, ee 

Q TH. CHATRILAN : What pipeline are you speaking of? 
The International Pipeline ard the Illinois eupeirne ih 
‘iontana, where similar eonditions exist. 

Q What rate is paid there? 

A he nay 10g a barrel. 

Q Pumped how fr? 

A j@ll, in this case it is gathered from anywhere in the kevin 
field to Sunburst; it was 12¢ to lay it down into Sweet Grass 
another eight or nine miles, but that portion of the line, 
due to the discontinuance of movement to Canada, has been 
taken up or tke service has been discontinued, so we now 
pay lOg. 

Q Puisped fron where to where? 

A #or gathering from the field. 

& Just for gathering? 

A Yes, for gathering and putting it into the Sunburst tank 


farm and loading, gathering and loading. Now, that rate 
should; I could give a little information on that, the 
difference which exists in the Kevin-Sunburst field, the 
International has its own pipeline, and only publishes the 
rate to conform with the law. I+ actually only transports 
its own oil. The Great “est Refinery has its own pipeline 
eng does the same. Tire Tllinois vipeline, which 13 4 
Standard Oil of Indiana subsidiary, if I remember right, 
Gene Tato the field. originally, vefore there WAS any major 
companies eens: They installed the line and published 
the tariff for gathering and for delivering to Coutts, 
and to various other points. ow, the movement has since 
dwindled to prectically nothing with the result that the 
Tllinois Pipeline may be gathering two or three hundred 


barrels a day and is gradually dismantling and selling its 
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plant, so that that tariff of 10¢ for gathering and trans- 
porting really does not affect the competitive picture in 
that field. 

MAJOR LIPSEIT: In Turner Valley the practice is 
that the wells do all the pumping to the gathering lines? 
Well. so far as the Sunburst is coneerned, my information 
is that we pump, our men, that is the mn at the well..... 
Yes? 

Pump the oil into the gathering lines. 

Yes, and do you happen to know who provided the pump ? 
Well, in this case the Imperial, that is the Royalite, 
Provided. the pump. 


The Royalite vrovides the pump and you do the pumping? 


mm 


Soe correct, With Our own, gas, th-t. .1s,..we supply. the 
power. 

Yes? 

and the men. 

you do not know whether that is the canmon practice or mt, 
do you? 

Well, I do not know. 

You only know definitely as to the evra ieey: 

wes. 

I just want to meke clear what the charge was before you 
got this extension of the line from the Bell refinery to yo 
plant, before that had you to send your trucks to the 
Imperial tanks? 

To the Imperial refinery tanks. 

To the Imoerial refinery tanks? 

Yes, 

and they charged you nothing there for nutting the oil in th 
tanks? 


id asthe trucks. 
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In the trucks? 


In the truck tanks, 
Yes? 

No, not that I know of, 
and you say your cost then for your trucks, either your om 
or did you hire them? 

Correct. 

You worked that out at 9¢ a barrel? 

Peres | COL ree t. 

THE CHAT BMAN: From where to where? 

From the Imperial refinery to our refinery tanks. 

9¢? 

9¢ plus the cost of unloading and pumping into the: tanks, 
Which in ths pipeline operations does mt exist because it 
goes naturally into the tanks, but there is a further cost 
there and a further loss in handling. 

MAJOR LIPSETT : Then when you put in your, or 
When you paid for putting in of the pipe from the Bell to 
your refinery, you eliminated that 9¢ which it cost you by 
truck? 

Tes, from 6¢. 

Mes rrom O¢ G9 6g? 

es, 

Which went into the imperial revenue? 

That is qaorrect, well the Imperial or Royalite. 

And for that you got, did you get anything more than the 
pump, plus the pumping, plus the use of the line that was 
already in existence from their refinery to the Bell’? 
Well, I got that service for 6¢. 

The line up to the Bell was all in existence at that time? 
Was in existence. 


And did it require, so far s you know, any further cost to 
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Operate that? 

What do you mean? 

The same staff? 

No, they had to load on trucks and it would b@ more expensive 
to load a number of trucks at various intervals than it would 
be to pump steady so many barrels because the man that looked 
after that would look after ordinary duties. 

When you got the trucks loaded, you got that service for 

n thing? 

we got loading. 

ia the rate? 

Yes, 15¢ ineluding loading our trucks. 

It was then more than 15¢, of course, you mean the correspond-~ 
ing rate? 

Well, whatever it was, yes, that is right. 

And now what you get is the oil going through this pipe to 
the Regal, Which was in existence, and plus going through the 
pipe which you yourself paid for? 

in2a6) is correct. 

THA CHAIR:AN: Do you know what it costs you for 
truckage from Turner Valley? 

The cost or what we paid? 

hat you pay? 

What we pay is three-quarters of a cent to certein wells 

and nize-tenths of 2 cent to others, depending on distance, 
and one cent to the furthest south well, a gallon. 

A gallon? 

wes. 

eno thet is. how much a barrel? 

It varies between...... 


We are talking a lot about barrels here, and put it into 
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Derrels, if you can? 
Pieneries Irom 26¢ to'36¢.. 
Now, when you are speaking of using trucks in the busy 
Season, was it trucking from Turner Valley you were talking 
about? 

No, our trukks primarily sre engaged in transportim. refined 
producté from our refinery to our distributing branches. 
Yes? 

ac Go) not deliver to any st:tionrs, thst is any service 
Stations, from the refinery. We mnfir our activities 

tS our own branches and that operation is more vitai than 
the transporting of crude; in other words, rather than 

do without the crude we will pay a bigger price to get it 
transported, but when the time comes that our distributing 
has slowed down and our trucks are not very busy and we 

can do it ourselves cheaper or at a profit, below the cost 
ef transporting it Pkotan the line, then we will immediately 
proceed to do that. 

Well, is there ever a time when you can transport by truck 
at less than 15¢? 

Oh, no, never, not under present corditions, but certainly 
at less than 2l¢. 

I see, you can at the el¢g, you can transport right fram 

the field with your own trucks st a time when they are not 
otherwise engaged? 


Correct. 


(Page 3243 follows.) 
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CG Have you figured out what that cost is of trensportation 
by truck? 
A Yes. The costs are relative. If our truck is sitting 


there and the licence for the year ts paid for, our 
overhead goes on just the same. Normally our trucks 
cost to operate 54 cents a mile, 1000 gellons. That 
is what our cost is over a period of months, properly 
weighed and analyzed. \’e have a separate department 
allocating the costs properly. w®@ found out the 
costs were roughly a little under 5% cents. That 

is the average over all costs. Now that is based on 
us operating our trucks on an average of 225 days 

a year - 200 to 225. If we can operate them lenger 
our overhead naturally gomes down, and while the 

cost of going to Turner Valley and bringing it into 
our tanks actially is, if I remember right, 20 cents, 
we make a profit by the fact that we have a part of 
the overhead taken care of, so it is not a scientific 
Calculation. It is a calculation based on certain 
facts and it is a question of judgmenti The fact 
remained that we can make a profit at it. ‘:e also 
ereate a condition where the Imperial Oil or the 
Royalite in time, when they see a big movement of 
oil by truck, will take cognizance of it and be 
forced into reducing their rates. Just the same 

as they orea te @ condition for me where it cost me 
21 cents to get a barrel of oil into my refinery 

I create a condition for them whereby in spite 
of their high retes, I am able to oarry on and make 

a profit and prosper and they must then find other 


means of curtailing that competition. Becaise I do 
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not see anything wrong with competitions I do not 
see anything wrong with the big company or the 
Little company trying te.take all the advantages 

or get all the advanteges that they can. I am just 
merely stating the facts. 

2) We eGO solo se LIPS sts "6 WOuld Like to find 
out as much as possibile about the pipe line. You 
did start out by saying there shouls he no Govern- 
ment interference. At least I think that is what you 
said. There should be no Government interference but 
free competition. But is not cne of your statements 
to the effect that in the absence of Government 
Supervision of some sort that the strong companies are 
able to creates so closes to a monopoly that they are 
able to squeeze out the small competitors and possibly 
Gontrol the producing wells? 

BY That is an actual fact. That is correct under their 
existing conditions. ‘Jhat 1 mean by no vovernment 
interference - in fact I did not intend to convey 
that altogether, what I intended to convey was the 
fact that administering the deteils of the business 
is too complex for a Gove-nment party or Government 
bureaus or Government officisls or Government Boards. 
But I do believe that the state has a right to regulate 
business in its principles. In other words, we have 
still a law that says you should not steal. You 
should not take away something thet belongs to somebody 
else. Wow if these principles are carried out in 
the main, the competition will teke care of itself. 

But if in spite of the law conditiuns are. brought about 


that nullify those principles, well then something should 
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be done about it and it is the duty of the otate to 
do it. “e are not strong snough as individuals. 

Q TH CHALRLAN: | You say there should be 
zovernment control but not Government ownership, I 
Supposeys 

vy Not vovernnent ownership and not Geyer ney: management » 
I would not say there should be Government control. 

I belicve that the state is in duty bound to 
regulate. That is different than control. To rezulate 
the conditions..... 

Q PA OC ep. ole, VT" You mean that they should 
not themselves run the business bvt that they should see 
between tivo people there should be fair competition 
and not competition that you would describe as unfair’ 

A They should see that the laws of the country, which in 
the main are the Ten Commandments, are applied equally 
in protecting everyone cnethes they are Little, on) Cis 

Q purely you are not suggesting to us, :.r. Ylotkins, 
whatever the law is,- you say that the law does not go 
far enough, but sureiy you are not suggesting that the 
law, ag it is, is not enforced? You must mean something 


more then thet mustn't you! 


A Is not in force. 
q Yes, is not enforced? 
vs) It is difficult, I realize the authorities have great 


difficulty in enforcing some of the laws, because it 
pre-supposes their knowledge of the business. That is 
why I say the “overnment or its employees oz its 
Nneminess are not in a position to intérpret the 


intricacies of the business. But they are ine 


# rae 
A, me hell he 
A ENe aM os i b) K ak 
Re oe 
ia h>.b }) 
ies 
i Tare | wt | 
aan » 7 hie 
é sts Ghat cou be eike ‘v6 nena ef at a 
OU EU Ge 5. aba 
Ey: te Pee rz eiviane 


i) 
is sa m ai 


og a ne to, 
¥ i. t . aan 
2 ee ri 
we woke ha. 
: 
hi abn fo Ed 
SO THORS MET Ju 


ee ou i 


t 


ret bi ed “aime Na ad He Ot cal ae 


edna. es ea 
ib etter ‘ate to ew . meee? 
Midd ib ; ‘ : ti ae eit b -. cornet a ot 

: Rye mane et ag ean ey ten 


an Pod aaa ware 4 ? eat oe uae > 


ott we ae ¢ pt a De nase +f ton yg ore woe % sub 08, 
wernretine “ects bien a SbeoneTne ton ah. 
| Mi wie a Fe aae e ace MWS Ad wy ie vay tf ers : es Aes 


| 


nis sey ied, ha Prose bY oe Si! if oublg 60% 
Rin rs eae eae ee hi ee 
a veneoeM, Ame ‘eats to. Oe \alicatiecas tas 

ip ames aN Gah aM, ei” wes 


4 sat -edantend ois to espeimeng, atedy 266 


i 


i tgueirage a 


a) 


F 
Patt & 


wae wt nyt y Ay ae 


a We eoneglix.s he to rnd etrey, Bnd Y Be ye 


ye rah ee) er = diay aba pe 


lige, MOLT ESOT, a nt ton $18 at 


fed 
+ wo oe * a ~@ ; 


«i 


i 


ee speonieiid, oat to aatos 


‘leas 


4 


-3546- 


ge Les Plot kins. 


& » 


a position, the Courts are in a position to decide 

or interpret the Criminal Code and see if conditions 
exist whereby one County or one individual is able to 
take awey from another individual, without process of 
iaw - that is what I am trying to say. 

There might be something in your statement, you have 
Strong objections by reason of fact that your oil at 
your refinery is costing you 21 cents plus something 
aS against 15 cents to the Royalite or Imperial, but 
Surely there is nothing illegal about it at the 
moment that 1S eriminal or anything like that? 

Noy now 1n iyselr. .In’ fact the operations of a big 
company, each division is perfectly legal. It only 
becomes illegéel when a man or a group at the head 

of all these various companiss is using the power 


that is conferred on him by ownership or control 


of these companies to accomplish illegal purposes. 


There is the whole crux of the matter in my 
estimation. 

I do not know why you use the word illegal, if you 

use it in the sense that a lawyer understands it. 

hat you ares saying now is thet there should be 

Some regulation by the Government to provide equality 
to all’ 

That is correct. full regulation and not some. 

Is not that somewhat different to what you were putting 
up at the atart, that there should be free competition? 
That as what I am trying to get clear in my mine, 

what your position is‘ 

Competition has nothing to do with “overnment regula- 


tions which provide everybody with an opportunity to 
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live without having somebody come and kill then with 
a gun or othervise. 

Q You do not help yourself by making that sort of what 
I might call wild statements, wr. Plotkins. Is not 
your present condition one of free competition as 
between you and the *tandard Oil of New Jersey 
group: It may be fierce competition. It may be so 
strong it is able to put all the weaker competitors 
‘Oo tne valli, but it is free competition.that you 
as one thing seemed to be advocating, and on the 
othe r hand you come to us and say there should be some 
regulation to prevent that competition developing to 
such an extent that you cénnot get a livelihood or 
get your crude oil at the same price thet they get 
it for Imperial’? 

4 Yell I would like to put it this way. I am perfectly 
able to take care of myself under any compstitive 
Gondition, if the condition is @ naturel one. In 
other words, if that is brought about by the \orkings 
6f nature. But what I am trying to say is in this 
oil business the conditions that exist are not motural. 
They are brought about through the fact of one organi- 
zation or more organizations, either alone or by 
understending with other organizations, can create 
conditions that bring about a scaroity or bring 
about high or lov prices, that have the effect of 
putting me at a disadvantage, besause I am not able 
to combat them in the same manner. There is a 
position. I realize it is quite ditricupt..or. one 
average laymen to interpret or to understend the 


intricacies of this business, and how it operates. 
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But the facts speak for themselves. It is not the 
fierce competition that puts us out of business. 
Fierce competition. would mean that somebody has 

a monopoly on brains. No one has a monopoly on 
brains, One person of averssze intelligence can 

combat conditions and meke a living against another 
person of average intelligence. So that that is 

not “hat has taken place. “hat has taken place is 
that the big.er companies are able to creste conditions 
that are contrary to the laws of the country. 

In what way? ‘‘’hen you talk about that, in what way 
gan you say it is contrary to the laws of the country, 
that the Royalite build a pipe line from lurner Vallay 
to Calgary, or gathering lines in Turner Valley, or 
fOr tne wlmperial O1l.to.build itself a refinery. in 
Calsary? surely you are going away wide of what is 
reasonable aren't you, when you talk about that being 
criminal or illegal? 

the building of a refinery or building pipe lines or 
building service stations, physical things in then- 
selves, certainly are not illegz:l, to build them or 
operate them. 

Po itshot weir if they build them, they should get the 
advantage of that foresight or that ability: 
Absolutely. 

And a reasonable price or a reasonable return on their 
mone y* 

Now that is a question. 

For the benefit of their foresight and everything 

like that? 


That would be true if the price is reasonable and if 
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they ere actually only benefiting to the extent of 
their wide investments and their foresight and so forth. 
ieart maintaining that is not the situstion. 

& Is not that you really want here that you should get 
from the Royalite Company,as a p pe line department, 
the same treetment as any other competitor? 

4 Well when you take the pipe line in itself it is a 
different thing than a refinery or a service station. 
lam perfectly free anc able to go and build another 
Service station across the roed or to build another 
refinery. But when it comes to a pipe lines the State, 
or the Province in this case, may question the propriety 
and say "No, we have given a franehise to the Royalite, 
because 16 find that if @11 the crude that is produced 
Oo er Oued Tor transportation purposes. Ghat it, Will 
e.use Less waste in the syctem, end cheaper trans- 
portation, end therefore we are not going to allow 
VOUlGO WUTIG a pipe Line, but you cen and will panti- 


Gipate in that advantage." Now there is the position, 


PD) 


Is not your whole case then on this point - I am 

not touching anything else for the moment - by having 
given this franchise to the koyalite vompany as you 
describe it, that that entails now an equitable right 
or the same sort of claim for everybody to get the same 
treatment, equality of treatment by the pipe line 
department? 

A Thebes correct, Sir. 

Q You think that that egain means that you should get 
erude oil delivered to your refinery at exactly 


the same cost as it costs the Imperial: 
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If conditions are substantially the same, yes. 

on Your opinion, is the amount of o11. that you take 
satin day in your refinery,’ is that sufficient to 
gosoilty them in incurring the cost - I. put that 

first - to justify the iioyelite in inourring a 
capital outlay of connecting say for instance their 
pipe line with your refinery? 

Yes. for these reasons. ‘se heve been established 
seven or sight years in the present site, and we are 
hot likely to go out of business overnight. The 
velume is considerebly more than a Similar pipeline 
in the United Stetes for this as a minimum, and 
conditions are such that our takings will be in watia 
with the Imperial Oi] or any otle: refinery. | 

fees UTA TAI A'S Any more questions? 

L ‘must SsSk irs Piotkins 
One question, Sir, because I was not following very 
well what he was saying. Do I understend, ir. Plotkins, 
you were speaking of the Illinois Pipe Line Company in 
Montana‘ 

Yas, at ‘one time. 

And is that the Pipe Line Company that charged 10 
cents for its trunk line transportaetiont 

wer 1G) is not trunk line actually in our case. 

Tie GUA TIAN: Whee £e the nema of the 
Compa ny‘ 


M2. VOLAI: MAG Ves Los, tie LLkinors 


da. @ i 
Pipe Line* 
The Illinois Sipe Line Company. 


You seid you had done business with a pipe line company 
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in Monténa: 

Yes, 

Which was the {fllinois Pipe Line Gompany‘ 

Yes. 

Did the producer there pump it and provide the gathering 
system, 


No. lam the producer in that case. I provide the 


labour and the power to pump. 


Who provided the pump’? 

In this case the company did for a while and we did 
ieber on. 

“ho provided the gathering systent 

ine pipe line. company. 

And ves thers just tne one charge? 

the one charge, yes, 10 cents. 

And was that lo centsé 

Yeas. 

For the whole operation? 

For the whole operation. 

“hat year ves that? 

“ell, we are doing it right along. 

THE CHATRIZAN: hat was the operation’ 
As I understond it it was just gathering into the yard 
tenk* 

The conditions in Kevin or in the Sunburst field are 
different than in the Turner Valley £ie1d , wis 
Ghairman. In the Turner Valley field you have the 
field and the refineries are 45 miles or Jd miles 
away. In Kevin-Sunburst the refineries are right 


in the field. 
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Tite NOLAN; | _ Ob yes, now I see. And 
the charge vas a gathering charge, mr. Plotkins? 

“ell it was, praeticslly. | 

There iS no main trunk line there at all? 

There is a trunk line and the rate was the sane. 

It is harcg to understand. The fact remains until a 
few months ago a big portion of the oil moved to 
Coutts or to Sweet Grass, on the American side, and 
the rata to Coutts was 10 cents, and it has never 
been dropped, now that the trunk lines heve been dis- 
continued it is still i0 cents for gathering. 
Memerunky line rate vas LO cents? 

Yes. 

And the gathering charge? 

Was included. 

Yas 10 cents for those outside and just had it gathered 
anarputean the refinery* 

Well they done it themselgss. 

I did not understand. I thought the gathering crarge 
was 10 cents? 


J will try and explain. 


THE! CHAIREA: They did their own pumping. 
MR. OLA: Did they do their own 
gathering? 


Yes, the two refineries in that field did their own 
gathering into the refinery. The Ihltinofs tas only 
the transporter for the Imperial Oil- In fact it is 
something like the Royalite Company in its relationship. 
They charged the 10 centsé | 

Yes. 


For doing what? — 
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At that time for gathering the crude from the producer 
in the field and delivering it to Sweet Grass at the 
border. Now they still charge 10 eents for the odd 
fellow or the odd producer like myself tmt wants to 
use the pipe line and they deliver to us at Sunburst 
at the tank farm. 

And is there any additional charge for gathering? 

No. That includes everything. Less 1 cent for credit 
for pumping. 

One other point. Do you say that you did not partici-~ 
pate in the storage at the terminal pipe line? 
Substantially no. hir. ricLeod made the same statement. 
The figures show that I have one time, we had a few 
barrels for 7 days, but that is the longest, that is 
my recollection. 

You had there on the lst of Vecember, 1948, according 
Hoesen. V9's 2790 barrels’ 

NOW ee cee 

Nov did you’ 

“ell wait a moment. 

ToLLVichig.yOuUNosd on Not... Thatwasall, 1) Want. to 
know é 

Yes. 

You. dia? 

Yes. 

And is it not also true that since that time you have 
not taken any crude through this pipe Line’ 

Well, I juste.s..- 

That is all I want to say. 


teehee s . Have you anything to 


belive Sl elon er ee 


evplain about that storage. You had better explain 


FE | 7 
hiv! Tae | 
w : F 7 
iy oA rhe | 
‘ sie rh hg 
ee 
} bia iyi? i 
vials ; mi 1 i 
hoy | "i 
ye in \ 
. 
‘ 


| i | hl es cou a 


&, 


ies sas. nFehe aa | 
Oo stbrityae cy se re ce ae 


Riesgxe Bebtee pen woe -auaaben Podge 14006 shetepotitl is a 


‘ P  « 
‘ Les ae \1' vi i on a 
fa ? } | Fae oe 
: } P if " 
el peay oe , 1 


LeLePlotkins. 
~3354- 


it, about that 2790 barrels that iir. Nolan called 
your attention to? 

A Yes, I will explain eet bananas it seems I am at 
odds with the facts. But at the end of the season 
when I was faced with the problem of storage, I done 
something about it. I went to the Imperial Oil and 
then to the Royalite Oil and started negotiations, 
at least caused someone in our office to do it - I do 
not know that I wont myself - started negotiations 
that would have the effect of the Imperial Oil or 
the Koyalite buying our crude at the end of each 
month, and they subsequently agreed to that. In the 
meantime crude had accumulated in the tank which was 
our crude at ths end of the month and while it was 
our crude they paid us for it on the 20th of the 


month following on the basis agreed upon. 


Q That is what you mean* 
4 Yes 
Q Now let me understand this +llinois Company. I think 


it will only take a minute. You say it was 10 cents 
to gather anc transport from the field to Sweet Grass‘ 

A That is when the Imperial was operating the waple 
Leaf Refinery. 

Q Yes, when the Imperial vas operating the iaple Leaf 
Refinery the charge vas 10 cents? 

4 Yes. ) 

G And for that the gathering was done and transportetion 
by the main trunk line from the field to Coutts? 


A Yes, that is my recollection. 
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¢; Le ad A distance of how fart 
b From the tank farm it is 9 miles, but from the furthest 
DPointyin the Tigid it mieht be. 20 ides 


St that time as I understand it the oil that was being 


&> 


transported belonged to the company which owned the 
pipe line company? 


4 Phew od 7 


Q, it was transported to the Maple Le: f Refinery? 
A Vow i do not know that, I cannot say. 
a) In other words vou do not know whsther there wes any 


transportation of oil for any others than the maple 
Leaf Refinery*y 

b I do not know. 
In any event you do know thet the ch. rge was 10 cents 
which was the gatherin, and main line transportation 
cherge’? 

4 And delivering and 30 days' free storage. 

Ay ‘hen the operations ceased, when the maple Meaf xefinery 


Glosed up, the trunk line wes not thereafter used? 


4 Ii was not usede 

Q It is not now used? The trunk line? 

b No. 

Q Now it is purely, what is left of it, tha gathering 


system? 

A That is right. 

q It is the gathering system you make use of 

4 Phat hs teh ts 

Ci And you sey there has never been any change in the 
rate charged and that they still ch rge the same rate 


that they charged at one time for transporting through 
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A Yes. 

a “hat they do now is only to gather? 

yey That is to the best of my knowledge. 

Q Any loading charge’ 

A Woe ‘ve have loaded by truck and by tank car and loaded 


every way und they have never made any charge. and as 
f said it includes 30 days' free storage. By the way 
the rate of storage does not increase as purported in 


this new agreement, or at least proposed teriff. 


Q ¥@ Will come to that later, ws. Plotkins. 
a THe CHS TRMA: is that «700 gallons, 


iy. Nolan, is that an average figure or is that at 
the end of the month? 

ME e NOLA INS No, it vas just the amount 
in barrels on hend at that date. 

ime COM ISSIOMNIR LILSETT: And whet were the other 
previous months* 

Pi TWOLAI ° “ell as you see it is 
only on the first day of the month, and the only 
other month thet shows any in storege was May when 
there were 2240 barrels. But tlt does not mean that 
the don was not using the pipe line facilities 
during the intervening deys of the month. 

how Or ool. DIP eit: I understand that. 

It. NOLAN: — This was just the first 
of the month's eee and appeared only in two 
instances. 

fre OOP ISolG, ae Lircaelds That is the position 
at the checking out? 


Pe Lay: It is en inventory date, 
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Ob 


But as a matter of favt there could not have been any 
storage because we vere purchasing, over and above what 
Ve. put into the Adeoaviasies | 

Pe OO LE OLOl ae ay hoses It just happened to be 
there on that day, or was it stored for some length of 
time or did it just happen to be there for the day 
passing through? 

It just happened on that particular day. You will 
notice the statement shows absolutely no storage for 

a long period of months, and then in the latter months 
of the year it shows one figure. | 

Mk. WOLAL: That is right. 

SO that the answer is that for 7% or 6 months not anit 
did we have no storages but we purchased erude from 
tiem in other words they delivered to us more erude 
than we put in the pipe lines, so there could not have 


been any accumulation. 


berg | tas bail Y ¢ Is thet cleared Up? 
Dow OO  PeolouEn LIPOEtTs Yese 
lise NOLAN: Before Mr. Plotkins goes, 


I want to remind him that he is going to come before 
the Commission with particulars of these companies 
which have been squeezed out, to use his own 
expression, by the major companies. I would not like 
him to forget that we are expectin; that evidence: 
BL svight. 

Daw SOL RIGH ls As I understood your 
statement concerning lr. snode was based, at least 


in part, upon an inference which you leid to a 


stetenent which he made in #dmonton in appearing 
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before the Legislsture. wherein he criticized an 
engineer for one of the compressor companies, is 

that right? 

I would not say criticized. He made some remarks, 
dispsraging remarks of the firm's ability. 

I am reading fron this record now’? 

All right. 

"Our expert came up from the States and a very clever 
man. I Know him well, Mr. Pat O'Connor." 

“ho is talking now? 

This is Mz. knode telking. 

S11 right. 

"He 1s an excellent compre SSion engineer, but his 
knowledge of production and relation of pressure main- 
tenance to thet production is what I would call very 
scant." Now that is a statement upon which you base 
the evidence you presented’? 


Is that all the statement he made‘ 


That is at lscast one of the statements he made.concerning 


tnat compressor man. 
I do not think it vas the only one statement. 

You will get those other statements this afternoon and 
bring them in? 

“ell if you heve the transeoript. 

I have the transcript here but you know what you had 
in mind, and what you vere telking about‘ I do not 
know. <= just point out that there at least is one 
statoment that oe not caincide with the ideas you 
patna iy 


“ell let us analyse this statscment. 


All right. 
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A He said this man was a fine man, absolutely fine. 
“Ye might all agree he is a fine man. 


Q & good compressor man were the words? 


A S11 right. Now he did not believe he had the ability..... 


THA CHATRAN: During the noon hour, Mr. 
Flotkins, you will have an opportunity of perhaps going 
through the record which you say you have, and we will 
not be speculating as to what he said or on what you 
are baSing your opinion. You will have it exacstly. 


We Will Gontinue at c o'clock. 


(At this stage the Hearing was adjourned until 2 P.M.) 
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LuwON Le PLOTKINS, having been 
recalled, examined by Dr. Boatright said: 

q@ Mr. Plotkins, you have had an opportunity to go over this 
testimony of tir. itnode's to which we were referring this 
morning and you have those statements before you? 

A Yes. 


Q will you give them to us? 

A At page 148, “our expert came up from the Station, and a 
very clever man". 
biRe FRAALLY: "from the station"? 

A I do not know, thet is the transcript anyway, it should be 
from the States. 

Q wk. FRAWLEY: It should be "one expert" instead 


of "our"? 


FN Yes. 
Q, And it should be "the States" inatead of "station"? 
A Yes. 


MR. FRAJLEY: It is not a very accurate tran- 
seript I must say. 
A And I read it "the expert came up from the States and a 
very clever man, I know him well, Mr. Pat O'Connor. Se is 
an excellent compression engineer but his knowledge of pro~ 
duetion and the relationship of pressure maintenance to 
that production is what I would call very scant. He is not 
considered an expert on that particular phase of it at all. 
He came in with the suggestion that they buy some 21,000 horse 
power in order to take all the gas that anybody could produce 
end return it to the formation at the pressure existing, and 
those pressures I think are completely outlined. That probe 
lem has not been answered ami that is the probelm which is 


guing to ace this 8v.rd immediately providing you put in an 


Rag. 
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act or legislate the one that you have got ing that is e bout 
all with reference to this particular gentleman, bir. Pat 
O'Connor. 

You Knew of course that iir. Pat O'Connor did not then claim 
to be a compression maintenance man, he was there simply 

to tell them what horse power it would take to repressure 

all the gas from the field, from one field to another, you 
knew that? 

No, I didn't know that, but I did know that a group of in- 
dependent producers in Turner Valley had made it their bus- 
iness to investigate the possibilities and the cost to be 
incurred in repressuring gas back into the formation. I knew 
that much. 

But that is beside the point which we are making here and that 
was your statement, that wr. Knode had belittled one of the 
GOlipressor company men and it seems to me that that 1s a very 
nice aompliment he paid to this compressor company man, the 
mere fact that he was not a compressor m-inte anee enginesr 
and did not claim to be one, it could not be considered to be 
belittling him? 

Ho, it couldn't be. 

And any fair minded man reading that statement would say that 
was no aspersion at all upon the compressor company man, who 
apparently did know his business and who lir. Knode knew knaw his 
business, is that not correct? 

No. 

If you were the compressor company man? 


Yes. 


And knew compression and did not know compression maintenance, 


and that statement was made about you, would you not feel quite 


Satisfied? 
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No, I would answer that my firm was quite capable of going 
int’o the rest of the relationship and if LI once knew the 
problem to put it to my firm, it would work it out. 

Is there any reference made there to a firm? 

No. 

Let us forget about this fira then, there ls no mention of 


a firm in there, there was no statement that the people 


mom vir. Pat O'Connor was with did not have compressor main- 


tenance men, it was just a statement that this man was not 
and he did not claim to be, he was simply a compressor equip- 
ment salesman, that is all he was up there for and that is 
all he claimed to be and I know personally if I was a siles~ 
man and somebody said that about me,-~ if I was: eom- 
pressor maintenance engineer and somebody said of me that I 
did not know anything about shooting the moon, I would not 
take any objection to that? 

From the standpoint, from thit standpoint you are perfectly 
right but from that standpoint only, but from the firm's 
standpoint it would be a different story. 

You took it on yourself then to put your own interpretation 
that this referred to the firm, and you make it a general 
indictment of the firm and that in turn influenced your jump- 
ing to the conclusion that therefore isr. inode was, could 
possibly be accused of being associated with one of the 
Standard cil companies? 

No, I will tell you why I came to that conclusion, it was 
based on my exporience with engineering firms in the United 
eny engincering work unless they al so 


States refusing to do 


supplied the equipment, in other words the fec, the enganeer- 


ing fee, did not interest then. what interested them was the 
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profits to be derived from the supplying of the equipment. 


Q And what engineering firm have you in mind? 


A I have several engineering firms in mina. 

Q@ Name one. eS 

A The Mid-Continent angineering Company. 

Q And where are their offices? 

A In Tulsa, no in Dallas and in Chicago. 

‘a Is that not the hiid-Contincnt Supply Company and not the 
ingineering Company? 

A No, it is the iMid-Contient dngineering , and then another 
Tn S— 

Q what branch are they in? 


A In the petrolevm engineering field. 

Q@ And as a matter of fact they are primarily inst:ilation scegkinees 
are they not? 

A No, they design and sell and contract and in fact do a general 
engincering service. 

Q@ You are thoroughly familiar with the policies of that company, 
are you? 

A- Wo, not thoroughly familiar but that particular company was 
willing to perform the engineering services for the company 
but other companies that I got in touch with were not in- 
terested. 

Q, This first company you listed, as a matter of fact, did take 
engineering aes for selling equipment? 

A They told me that in view of the fact that we were in Alberta, 
a long wavs from their home office and that the Gost of pro- 
ducing in Dallas or in Tulsa was prohibitive after we paid 
the duty and sales taxos and freight and so forth, that they 


would consider a flat fee but that they would want to supply 
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5 
the instruments, supply everything that could be conven- 
iently supplied from the United States. 

@ They so that manufacturing themselves, don't they? 

A No, not necessarily those. 

Q They did do manufacturing themsleves, did they not? 

A Pee particular firm. go far as TF know, did not. Other 


firms that I consulted did and were also in the monufactur- 
ing end, somewhere and some were not. 
Q You would expect a man who is engaged in the manufactur ng 
end, to be interested in the manufacturing and not purely 
interested in the engineering alone- Let me ask you this 
question, do you know of a single consulting engineering 
firm that is not i:terestad in.tke manufacture of equipment 
that refuses to take engineering fees, name one? 
The Parsons Company is one. 
They do straight engineering work? 


Straight engineering. 


o = Ss & 


And how about that company then, will they take engineering 
work on a straight fee basis? 

A They certainly were not interested with us to do it. I do 
not know what they will do for someone else. 


Q In other words they are a straight consulting firm and refused 


a consulting fee? 

A I do not know that they are a consulting firm. They are a 
straight engineering firn. 

Q@ Let us stay right with this question, do you know of a single 
straight consulting engineering firm thet is not tied up 1A 
any way with an equipment company or does not manufacture 


equipment themselves, that refuses ts take enginaering fees, 


or relies upon the equipment company for their fees. 
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A If they are a straight consulting engineering firm, now that 
is a qualified statement? I do not know if they claim to be 
A that. 
Q Do you know if the firm of Parker, Foran, Knode and Beatright 
was a straight consulting firm? 
A Now f.a0 not know. 
Q You do not know anything about them? 
A No. 
Q@ You were just jumping to condLusions? 
A Absolutely. 
Q You were not at this meeting where this one statement was 
made? 
A Yes, I was present. 
Q And you were there at the time when the meeting started when 
Mir. Tanner made the follow ng statements, this is on page 
3? 
A Yes. 
o) "ane TANNER: ir. Chairman, just to tell you what 
the witness has already ssid, to let you know how 
we obtained the services of Mr. Kno@e. Je realized 
it was important to get a man not in any way con- 
nected with major companies or industry companies 
in Canada or any other place, ife also wanted to 
get a man who had had some experience with conser- 
vation and one who had the backing of it. Then we 
could get the Bs Mantle analy! to those who knew 
something regarding it and we asked the Unitod 
States Bureau of i.ines to recommend someone who 


would be suitable for this work and they recommended 


Barker, Knode and Blank". 
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There is a confusion in the nenes. 
"Who were working in Texas andhad had a eran amount to 
do with the conservation'and, after Sight chose this 
particular man, ir. Knode. ie wired again the Bureau 
of Mines to see if they would recommend him as an in- 
dividual capable of handling this work. They did, 
and we were able to get him and felt that we had some- 
one who had nothing to sell or to project so far ag 
this field was concerned, and had no connections with any 
pleco in the field, either with the major companies 
or the industries". Now do you set your opinion above 
that Of the United States Bureau of ines? 
Beg your pardon? 
De you set your opinion? 
bbDOVe. 
Based upon the information which you have described so far, 
above that of the United States Bureau of .jines, which is 
thoroughly familiar with our work in the United States? 
I do not know what their view is. 
hiv » Tanner has given you it? 
They may have a good opinion as to you but whether they are 
prepared to answer whether there is an influence there--- 
Don't you think the United States Bureau of :.ines would be 
in a much better position to find that out than you are 
up here, jumping to a conclusion? 
I do not know why they would care. 
That was the very point they were requested to find out, that 
was the very thing that Mr. Tanner was interested in, because 
ir. Tanner made that statement “nd you’ knew it? 
Yes, Ll heard the statement made, there is no doubt about tiuat- 
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THE CHAIRMAN; Any more? 
MRe FRAWLiY: That is all. 
“LT NSS: Now in reading it over, just 


glancing through it at the noon hour I noticed a few 

things there which I think should be trought to the at- 
tention of the Commission. 

VR. FRAWLSY: You were asked, sire Plotkins, to 
find the parts of the transcript of the evidence in Haémon- 
ton which supported the interences you were endeavouring to 
draw. The only thing we were concerned with this morning 
was this expression upon the repressuring matter, and you 
said you wanted to find something else. I understand you 
to say you cannot find anything else? 

A No, I understood this morning that the Commission charged me 
With a duty and a responsibility of proving this and proving 
that, the statements which I mado» 

Q TH CHAIRMAN: No, we are not charging you with the 
responsibility of proving anything but when you assert that 
something is your opinion, it is your duty to give us reasons 


for giving that opinion? 
A Yes, that is true and that is what I was going to get from 


this. 
Q We are not asking you to prove anything but if you make an 
assertion sanmething is in your opinion so, you must give us 


. . . . . di. 
reasons, otherwise your opinion is wholly without value, that 


is all. 
All right, I will call Dr. Boatrighte 


Di. BYRON B. BOATRIGHT, having been 
recalled, examined by mr. Frawley said: 
Q Dr. Boatright, you are still under oath’? 


Yes. 


a 
, 
en 
* 7 | 
ae Ps ( 
' —at 
he Pe , we “4 ' £ aa 
- 4 st iin : 
: rae: : 
: e ae: : ae ® 2 = = ‘ 
rv * we e a : = 
im tet . . : = : 
a 5 | 
rate -¢ : fx es : . is si 
day: ” . i me ss We 8 3 ; = 
rs my < 7m 4 : - : : : 3 : 
= = ; F “. ~ ee ‘ : =~ 3 3 ; : 
“s ; ss ee : ee poe -: - is af. - ~ Toites 
- ~ ~ - oe ; z | | 
Se zn . WE _ & . = § 
s © weet . wee ‘= is ; = 4 ; 
J 7 ; Veg ~ ee $y mer : : ‘ : 
i : : at ie a = 
hy, 5 aa ~4 oot , ‘ : Pe of - 
wt pe : £ , 5 . 5 i Be 
‘ ve 3 ‘ : at set ‘ - 
: Sn i . a 2 : . E 
- ¢ soo Le i a #3 | 
= dy w 3 . ? : : ; = = : 
i : ae + “w =e : es sf 
‘ ; “4 : - 4 ” my - % - © ” — 
bers x Ee 3 ye Me ri ; : ‘ | 2 : 
af i , 5 . a : : Es 
es a = Ae ; ; . 
- oa rey z au pr ss ; : 
oa Bie . "i - : 
“* oz Te no Fs, an i zene - ; s ee es : 
« ; ‘ 1% - cae : ; 
: ue A : ee wo ee pees Aa .. a> 4 
< & - Sf - * e cE x : i 
: i a 2 4 ; 
t pane ; é im 
r é i : 
Fi “~, : s s 7 
: x ae = at : ras : : = 4 . 
2 e x a 4 2 : 2 & 
bes zs " ‘ ; : oa é S ; . 
> 3 vo a eee: a me ‘ = 
- . ’ = ~ 2 -«* * ed % 
o- . we ~ . My v me : 
y 3 i ; 
< : wo 5 : 
nt se : = aia 3 é 7 
on Wate oie = = ; . | 
é z . - . orn ids , —e .: 5 3 : 
of : 
| = 4 = ~ ‘ = a “nf . mT % 
: ts : : me Sach te < 2 eer « 2 
~ fe ; - he 2 
= . . s a : e Soe : ‘ tn 
- ~ . 4 * f 7 3 Le “oe 
2 ™ - te es gs : : 
ae 4 ¢ ae me : | 
- - : tet S : CF Sy a i‘ 
7:3 oman = = ~ a : ; | | 
“ x ) . - = 4 = : ; 
. ; €-% - 3 e. 5 wi me 
: + ‘ e- ! —— a ie . a 
ee al : : 7 | 
2 = : : : | : 
-- e i ‘ 
’ ey ay . * os oe = i cs = _ Fe : 
2 or = 2 - a ; | ; | ; 
: 7 7 “ es : 2 at = : 
: : . os } = a Cae =e me E : 
=~ - : : : 
— =f 4 a : re : 
oar wy - ow 2 . : } 
AS = : : E 5 Ss = 
© - , : | 
- ; ‘ . i ” ~, ™ = 
os r . - : 
at) oa . . = Ps ; : 
: ” Bots ; ; 
be, a Re : = . ‘ w . * -_ = ¥ 
< tons sate “= a = a se as 
i Z ; wee “+ r 
~ ~ 2 a e atl a ~ a . a, 8 : : : : 
: a 2 oe a = 
; : oe) Bin 
Co > Pies . - * bes Sah ax %. oi : % s : FE 
4 - : ; : oe ; . 
E : - ee xn % aa a 
eer % : ss : S o z is 
re : = mae “rd + ~ = 
- : fe pe “a4 2 ee 2 : | 
7 » rs i ee % c e 
om ae “a os 3 3 5 = ; 
= ; * eR + ; a 
. ae Soa : . 
? a : = 3 
s : ; ¥ | 
n a sas a ra che. : xe : 
a = as: : : = 
, . 7 - ss : ; 
G ae : : - : 
= ce: e, 


B.B.-Boatr ight 
= 6368 ~ 

Q We had © question put to us yesterday in the written sub- 
mission of the witness Plotkins, and I think I ean do no 
better than to put the question to you, “is the engineer- 
ing firm which employs Dr. Boatright and ir. Inode, Chair- 
man of the Conservation Board, also in the sane category", 
which means, reading back a few lines, the category is a 
part of the Standard Oil system of engineering appraisal 
legal and management firms owned jointly or. individud ily 
by Standard Oil Company, can you answer that question? 

& Yes, unequivocably no, we have no connection of any kind 
with any Standard Oil Company. 

a The firm you are a member of what is what firm? 

A Phe firm of Parker, Foran, inode and Soatright, with offices 
in Houston, Austin, and Corpus Christi, Texas. We maintain 
independent consulting offices and specialize directly in 
petroleum and natural gas engineering work. 

Q Yes. Now do you know,something which you have just brought 
to the witness attention yourself, do you know that Mr. 
Knode was sent here to become Chairman of the Conservation 
Board upon the recommendation of the United States Bureau of 
Mines? 

A Yes I do. 

Q You subscribe to what sir. Tanner put to the House in idmonton 
as to the, as to what you understand to be the reasons why 
he desired te have an unbiased opinion of the United States 
Bureau of Mines? 

A Yes. 

q In any event you say unequivocably that your firm has no con- 
nection of any kind with any Standard Oil company, with any 
one of the Standard Gil companies of the United States? 


A That ts correct. Our only possible connection with them in 
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any Way Bhape or form would as consultants upon a particular 
problem which might happen tc come in to us just as any other 
firm would come in and request our consult ing services. We 
have no direct or indirect connection of any kind with any of 
the Standard companies. 

THL CHAITRisan: You say with any of the standard 
Gompanies, you are including their subsidiaries? 


Or subsidiaries, yes. 


MRe FRA:JLEY: Thank you. 
THE CHAIRMAN: Any. questions, lire Patterson? 
like PATTERSON: No. 


PETER L. HYDE, having been first 
duly sworr., examined by bir. Frawley said: 
wr. Hyde, what is your business? 
An independent oil distributor, sir, and refiner. 
And you operate and have operated a plant at red Deer? 
Yes. 
You yourself personally live and have your business offices 
in Calgary? 
Yes. 
Did you find it necessary in the month of January of this 
year, this very month, cite oe ago, in the month of 
January 1938, to obtain a supply of crude oil? 
Well I was not exactly ready for it, sir, but I was making 
plans for to get a supply of crude oil. 


THE CHA Thi AN: I did not catch the time. 


MR. FRAWLEY: The time was in the month of January, 


1938, a year ago, and is that a copy of a letter which you 


wrote to the Imperial Oil Company at that time? 


Yes. 


MRe FRAWLEY: iirs Nolan, 2, will, not trouble you to 
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‘produce the original, you have seen the copy and that is 


the copy. 
MR. NOLAN: vens 
MR. cRAWLIY : I will read it sir and then offer 


it as an Exhibit. 
Mine FRAWLEY: "815B, Centre Street" that is in 
Calgary is it? 
Yes. 
(irs Frawley here reads letter which is afterwards marked 
as Exhibit "1l24"). 
(LUTTTER PRODUCED HERE 
MARKED AS #XHIBIT 
Lee ts 
And that letter was from you, was it? 
Yes, I signed it, ir. Frawley, that would be signed by Hydro- 
Pete Oils. 
It would be Hydro-Pete Oils? 
Limited. 
That is your company, the Hydro-Pete Oils Limited? 
Yes. 
lire Hyde, did you receive a reply from the Imperial Oil 
Company or any subsidiary or associated companies? 
I have never received a reply to that letter, sir. 
Did you have any further communication of any kind with any 


of the officials of the Imperial or associated company. 


THE CHALIRWAN: It is addressed to whom? 
MRe FRAWLEY. To the Imperial Oil Company Limited, 
sir. 


Well I phoned my friend, Mr. McLeod. 
You phoned iir. John i:cheod, the manager of Royalite? 


Yes, and I phoned him twice as @ matter of fact «nd he said 


that he could not reply to this letter but he had referred it 
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to his people in the Bast. 

That he hid referred it? 

He had, and then I called him up at a later date and he 
Said he had no reply. 

And that was the end of that negotiation? 

Theat ig 211 in connection with that. 

And you never received, you never bought any oil from them 
at all under any conditions? 

Noe 

Then did you at the same time, this letter is dated the 10th 
of January, aid you on the same date write a letter to the 
British imerican Oil Company et Calgary with the same object 
in view? 

Well I wrote a po esa 

Will you just look at tet letter? 

Z think it is the same date. 

Look st that and see if i hat is the same? 

Yes, that is the same latter. 

As Da ch it is to the British American Oil Company? 

Yes. 

That is a letter which you wrote on the same date to the 
British american Oil Company? | 


Yes, January 10th, 1938. 
(wR. FRAWLEY Heki READS 
LiTTER wHICH 16 aAFTER- 
WARDS isARAaZD AS EXHIBIT 
"wye5M ) ~ 

Was that also signed by Hydro-Pete Oils Limited per yourself? 

Per myself, sir. 

Did you receive this answer from the British smerican Oil 


Company? 
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(LETTER PRODUCED HERE 
LAR LED AS EXHIBIT 
"126" ) 
THE CHATHMAN: dhat date. 
Re FRAWLiY: the loth of February,, 1938. 


(ir. Frawley here reads letter Exhibit Wee") 
And did you acknowledge iir. vatt's letter with this letter? 
A Yes, that is my letter, sir. 
(LETTER PRODUCED HERE 
ovis AHI BIT 
(Mir. Frawley here reads letter Exhibit "1L27".) 
Q That was from Hydro-Pete Oils Limited also? 
A Yes. 
ied how did you follow up any arrangenient with the British 
Smerican Oil Company, did you follow that up? 
A well by personal meetings, sir, and discussions on the 
telephone with various officials of the company. I never 
purchased any crude from then. 
You did not purchase any crude from them? 
No. 


why, we had better have the reason? 


> O & © 


sell I called them up and asked them first of all what the 
Gharges weuld be, sir, and they said they did not know at 


the moment just what it would be. It would be a reasonable ~ 


charge and then the question arose as to, we were going to 
take away a lot of this in trucks. 


Q In tank trucks? 


A Yes, in fact we were going to take it all in tank trucks, 28 
1988. 

Q That would be the most eonvenient for you to handle it at that 
time? 

A Yes, we were a sfall company you know and we had to go just 
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And you have a good highway all the way from Calgary to 
Red Deer? 

A fairly good highway now, sir. We were never able, sir, 
to make satisfactory arrangements. First of all the hours 
that we could load at the Imperial Oil were not satisfactory... 
If we could load at all. 

Now how did you ascertain that? 

Well I phoned the uast Calgary plant of the Imperial Oil on 
a@ couple of occasions but I discussed it particularly with 
Mire Luders and lire Hutton, both good friends of mine. 

Mr. Luders being an employee of the British American Oils? 
Yes, the manager and whom I know personally and Mr. Huttonse. 
Who is he? 

He is assistant manager. 

Assistant to Mr. Luders? 

Yes, ard Mr. Burke is the sales manager, a guod friend of 
mine, with whom I soldiered Overseas and it was through him 
that I wrote these letters, he asked me to write thenm.. 

Lt am interested now in your conversations with the Imperial 
Oil officials with regard to the facilities for loading? 
Well they advised me, sir, I do not Know who I would be 
speaking to, I called up the wast Plant, whether we could 
load some crude naphtha and they told me that, I asked them 
if any arrangements had been made by the Bs A. Oil for us to 
get crude oil delivered tc our tank trucks at the tia st 


Calgary plant and they said that up to that time there had 


been no arrangements.» 


Now did you try to buy oil in the Valley at the wells? 


No, not erude oil, sir. 
Well aftor, I mean did you make any effort? 


Well I had had previous experience, sir, that I had sent my 
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trucks down on an occasion for crude naphtha and they had 
sent the trucks home empty. 

Who had sent them home eapty? 

Well the Royalite. 

Yes, why? 

They said they were not selling any more naphtha to in- 
dependent dealers. 

They said they were not selling--- 

Unless we were on their approved list, that is it, sir. 
How about crude oil, did you make any attempt to purchase 
Crude oil at the well head in the Valley? 

Hoy E d1dn't. 

Do you know, you don't know what condition you would have 
been met with there with respect to whether the orude was 
under contract to anyone else? 

I cannot tell you that, sir. 

Now did you operate the plant at Red Deer lsst year? 

Yes I did. 

What kind of crude did you use? 

je bought three different kinds of crude, sir, we bought 
National Pete No. l.- 

National Pete No. 1 in the Turncr Valley? 

Yes. 

And you brought that to your plant how? 

By truck, sir. 
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A Ve bought crude fron tir. Kately at. Cutbank. 

Q at Cutbank, ilontana? 

A Yes, sir. Then we bought fran Himle & Hinle,. pesple north 
of Kevin. 

Wy in siontans? 

A in Montana, yes. 

Q Rave you made any attempt for your 1959 operations to buy 
crude from either the Imperial Oil or the British American? 

A NO RS iT 

Q TH. CHAI AiAN: You are Still carrying on the 
business? 

ch ves, 

Q and buying your oil where? 

A Verbena Ove NO. db, Sit. 

i) ty PRoW LY: “here do you take delivery of 
Your National pete’ No. 1L? 

A Right at their well, at the tanks at their well. 

Q You nay the field vrice for it? 

A ree. Sit. 

eS) Any lozding charge? 

A Nos ‘sit. 

) gust the field srice? 

A Just the field price. 

Q And you truck it to Red Deer at your own expense? 

& Yes, sir. 
No deduction of any kind for losses? 
Mo. We settle on the field price, according to the gravity 
Moms cnet 2S ali, 

Q That is all, Mr. Hyde. 


ED 


BIR. NOLAN : I have no questions. 


THE CH: IRMA: The result of your talk with 
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this man in the East Calgary yard in the hmperie ne0d1, or 
the Royalite, as the case may be, did you get any 
impression that they did not want to load your trucks? 

I do not think they were very anxious, Sir, to have pus 
business. het was just my impression. They did not 

Say .80,) Sir. 

Did, you.get ‘the Bow. borfol low i Wp.) (Atter.ahly, sthey 
were the ones Who were going to sell to you? 

They were, sir. 

Did they make any effort to get you service? 

NO, Sirs..4s a matter of fact, shortly after these negotia- 
tions were entered into, at least while I was trying to 
get a supply of crude, I took ill and I was off the job 
for about six weeks. Up to that time I was communicating 
regularly with the B. A. officials, our relations were very 
congenial, but we never could get a supply of crude oil. 
Anything else we did. 

Did you get the impression the B. 4. did mt want to sell 
or that they were in concert with the Imperial in blocking 
you? 

No, sir. I never did get that impression. I figured my 
connection with them in other ways was valuable in the oil 
business and they were anxious to serve me if they could, 
sir. I bought a lot of lubricating oil andcothervsturt 
from then. 

What do you think we should take from your evidence, that 
the Imperial is not anxious to sell to anyone in the 
refining business? 

Well, sir, IT did not come here...e..- 


To mike inferences? 


I did not come here offering evidence or makim inferences. 
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Q I think that is fair enough and that you should no7 
be reouired to, 

A I felt that they did not want to deal with me, sir. 

MR. COMMISSIOHSR LIrSeTT: Did you follow it up a little 
further with your friends in the British American just 
to find out whether they had tried to get you the service? 

A No, sir. In the meantime I had made arrangements with 
Mr. Wilkinson of the National Pete “5. 1, and he was a 
independent operator. 

Q Have you been able to , ehrough him, to get all the crude 
oil you -have needed since? 

A Nea or, absolutely. 

q On terms comparable with what it would have cost you if 
it had come through the pipeline? 

A Just about the same, sir. 

TH: CHARMAN; You would have to truck it 
fron the pipeline anyway? 

A —£ would have to truck it fram the pipeline, yes, and 
trucking it from the Valley at a rate was just about 
the same. 

Q WR. FRAWLEY: Did you have the situation at 
any time of buying refined rproducts from the Imperial 
plant, either through the B.A. or the Imperial’ 

zi Any refined products. I took a lot of c>sing-head and 
naphtha from Royalite. 7 | 

Q Casing-head and naphtha from Royalite? 

A Nes. sir. Not 1n 1906. 

& Earlier than that? 

A Yes. 


lhere did you take delivery of that? 


At the Valley. The last time I sent my truck down they 
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Said their volicy had changed and unless I was on the 
approved list L could not get a load :na sent my truck 
home empty. 

q You never took delivery of anything by truck from the 


Imperial Oil storage facilities in =ast Calgary? 


A I took some naphtha there too. 

Q From the Bast Calgary plant? 

A Tes,ueLr 

Q By truck? 

A By wruck, 

) Out of the big storage tank? 

A Ce Ee neennol telly you, MSimy het we took idteogt sry 17 
was never there nersonally when it was being delivered. 
But we took delivery of considerable nanhtha. 

Q, eouvhave taken certain tank truck quantities from the 
Imperial Oil in their Hast Calgary refinery? 

A Yes,in 1955 and) possibly 1936. 1935 anyway. 

Q, MR. CUMMISSIONGA LIrSeTt: When you were getting oil down 
tn Montana, ir. Hyde, that was last ye°r? 

A One \ Sie (LOSSY 

Q Were you getting some from Turner Valley at the same t ime? 

A Yes, sir 

Q What was the reason you went down tw Wontana for some. 
Wes it that you could get it on more favourable terms or 
you could mt get a sufficient supply in Turner Valley? 

A When we started, sir, it wes a question of what amount 


we might get. It was in their busy season and we did 


not get our refinery opened till the 15th of June. It 
was a questicn of whether or not we could be sup’ Lied With 


a prover amount from Turner Valley. at the same time we 
had peonvle from Montana offering us crude, which we thought 


was at favourable prices, and naturally wanted to try out 


Bete. Sn a8 aa the ee tet fin ai 
ae 


Dees (bee itite 4 


afc Sea 


ois" 


RE iia tas ie sa anes ay pre le 
Meipamet Hels", 16th ce cf Pes na iil Fait t 


i 
, 


BIB (oH bes scpsce youd riod. . pat Frare? aoe: ee 


ae 


ie bait Gee a0 Blue9 ow Joa ae rank vae Ye qubausep s, om 
ab Huthg ents. ang re alain a Cs He tae: me “nein 


Madde ity as ab ad Adi 
merase “iy im veils 
Lay) yy 

“ ’ ; 


niet Lav: yA) rene. oe ¥ Ly abil se ia 8 Fog var sags on? 
PUM: Haw ED Be Heoup, pnw ‘tata abe cede 2 


ares fad 


hee ‘nt tortie ‘8 


epi | Fae : alt ny ~ iy ‘ranoa genera até eae 


‘A OW. 
aa f 
mu 


sith Sceiaiiiete bah led og ies i. Areas giends , 


tne ye 7 ye ai iy oi a 
i ion Yo + oe Verne 4 my oy ey yf ; har 
at, \ a, vee : i e Pah ot i oe P 
ce RN til eae a ome a pati atom at 


wv 
—~ 
a 


\ 
ei Aes Ly 
Phin fs 220) Wht ' rf vie eo i ' dons y ie ee Bey | f 
aah pa a eens ion eT ul 
f Ai eay. 


ON 
ai EY 44 
in 


fr i 


pah. to Ages. enki od ‘nenote ‘eaekiveemaire aj 20e i 


per 


if ay 


Cite MRAM abn: hieh a heh : 4% vigenc. hed. Hi Wi) a 


Pk yer) 


aA elem ei raitien sw. cette supine fe: nam a ie 
Hy a key 


P. 


ai 


Q 


r= 


&) 


L. Hyde. (= 3379- 
these two different kinds of crude from Montana, 9 e from 
Cutbank and one from North-iest of Kevin. The prices 
appeared low, but witha tonoing nlant the Turner Valley 
emudesyiD f course, is much superior to any kind of Montana 
erude that I have ever experimented With. 
It Was not then that there was any hold-up in Tyrner 
Valley that you could not get oil in Turner Valley? 
Well, it Was not exactly a hold-up. 
It was a better business deal? 
NO. ir. Wilkinson would not assure us at the time that 
he could supply us with everything we would need. We 
really started in his busy season, May and June. 
Does your supply from Turner Valley, does that denend 
entirely on the one well? 
Absolutely, sir. We do not buy or cannot buy that I know 
of fram anybody else thére. 
If he ceased to give you oi} would you be without a suprly 
from Turner Valley under the cresent conditions? 
I believe we would. I know of no other olace Where I 
eould buy crude oil to-day. 
Voir nosition is, or Would then be, you would ¢itiem howe 
-¢0 elose down or go down to iiontana for it? 
Ty €9 down to -ontana for the crude oil. 
Have you any difficulty in getting it in Montana? 
No, sir, they are only too anxious to sell it to you, 
from sixty cents to eighty cents a barrel. 
But that is not the position as regards Turner Valley? 
No, sir. 1 never paid more than eighty cents a barrel 
in Montana for crude oil. : 
I take it from What you said that it does not give you 
as good results 4s the Turner Valley crude? 
Not as much gasoline. It is 40 as compared to 45.5 or 


pil, tds i 
“, by Shoe ey hy TT } 7 


A 


ne 


Aint avons ooh’ ais en Bet nome be Pact) 


a7 Ay ; f 
eae: Dia Mn OR Ae ed an les 
pret aa cy) sh in ae ore Peony dou’ we Sait a1 99 
: a \ the ee : i Fe ies ry »" 


ts cain hed aoine came seve ated Heat, De 
comer pe hiker aot Dc eons "Pabst te it dba § J yt 


mE 4 8 eihtes cUetet tae He sane y eco: gee fut opt | i | 
Anes pedete ia Sapa, hs: Bes * ru * 
been onmnina i A PeN ® hing: Pes een tt 


a i ik a pub He azahitrsi vee a 


Bata SERS Pec. am ann in es b Lair ari 
2 \ us ey on - ; iy a 


RS hie: Sep ial aontty 70h nl $e ie ‘ela, 


= 


bye F yao aa Berra 


Seat pe! yell: chvense | vend wide th bisioks 


Pacwale eRe widlyh 


f hata Begins anh i arate aii wt S lay OU | 
ONS UENO oR 5) a RL Lint ie oe; Ae. 


Pee fC Peas.” eer es vaste, ito: gud oat a ii e uate x ae ULee 


(hares a Enea at ee ag) WON, Bhi OW is ue coeseess ‘ wuaipenen, ‘ad at” 


ae de dai 


| Pai det tb iow ie neler ‘oy i ee y | 
re G4 BO oie “a Rik eS vn j ms bie ‘an ih kody ; on wee Ise 2) 


a uthett ts bu, wd eeu 


ieee 


Bebe eet hei ate ae iii a iucw me ek eek aaeinen, ee 


cp oe US 
CIPS Ms i . 7 i = & Ui = 
é a i, te ie niet a oo fee ate rid Se. ayeh pee te 


eal 


PANGS if Pees e Lid te once ae er cveene pink ‘ae oven 


(ny, Gr hi Llao-og anc DM ® eit Sai bk qoat, atte: m7 
. pe? Lene oe qs tie weg bo a “889. tats aot 


ewig ane wt Rb: 7p9t ‘aa ac itigeg aiid, tee uz ~ 0 


oar \ 


. Deitee ei sata, £8 ei oi tig “rere z sou ae . va 


a Si. ae et nls s8 Fae ee 
= bith ‘ ‘ines * fae eure mst, at ‘aed a er, 
“aoe etd ‘shore’ oat ae at lwo hoog ea) ar © i 


hae 


no 480. cd barehiies ee Ohiab ee ak Lt niety, dou ate te er 


rs Ls Hyde. ~5380- 


46 that we get here, 


Now, taking the Turner Valley position, to what do you 
attribute the fact that you are limited now to what you 
can get from one well? 

You just want me to express an opinion. I do not know. 
I was trying to get the nicture? 

Vewmatune DLC UUre 1B. a. oO. 

If you do not know it, Mr. Hyde, I do not want it. 

The picture, as I see it is that a National Pete No. 1, 
are the only people that want to sell me crude. 

MR. FRAWLEY: I would like to file a state- 
ment, which is headed "List of Turner Valley O11 Welis 
Classified as to Names of Furchasers of Production Under 
Comwact, " The statemmt was prepared by the Petroleum 


& Natural Gas Conservation Board. 


(Docuent in question is now 
marked Exhibit "128". ) 


MR. FRAWL IY: I would be glad if you would 
make one notation on the Exhibit, Mr. Chairman, You 
will see under tne name Royalite Oil Company Limited 
contracts the very first well is Advance 5a. if. Nolan 


tells me that is contracted to the North-West company, 


which we know to be an Imperial subsidiary, and I, therefore, 


have not re-written the list. =ivery other of the wells 
are correctly described as under contract to the Hoyalite 
Company and I think it is only necessary to make the 
notation that Advance 5A is under contract to the Northe- 
jest Company, which is, as we know, from the evidence, 
an Imperial Oil subsidiary. Now, I have totalled, or 
you might like to total the wells on the first page 

wh. h are under contract to the Royalite. Including 


the one, Advance 5A, the total is 39 wells. Then the 
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next classification are Wells umer contract to the Bravisnh 
american Oil Company Limited, either under contract or 
selling the production to the British American without 
contract, and those total 19. Then the Gas & Oil Products 
Limited have contracts with two wells, Mercury Royalty 1 
and :lodel-Spooner 2. YOu Will notice the notation, it 

is not the Gas & Ort Products exactly, but it 1s: an 
associate company. In fact, it is the U. P. Company, 

an associate company. Of course, it is the Gas & Oil 
Products Limited that is actually buying the production 
from the Mercury and the Model Spooner. . But with 

that slight distinction there they are not under contract 
to” Une (Gis te -Osb Products Limited. Then the last 
classification under com Pact “L1sh) the Cron Ol LerLimited: 
maivehy was*ea» contract with Sunburst.1.- Then vyou\\wibh see 
Wells Not Contracted and that is the National 1, the 

well of which Mr. Hyde has been speaking. So that the 
eypuecion is that all the wells in® the Valley are under 
contract except the one well, the National Petroleum. 

THE CHalRManN: I do not recall at the moment, 
would you mind refreshing my memory, what is the length 

of these contracts that have been put in, for the life 

of the well? 

MR. NOLAN? Only my contract has been put 

in and itis all the production from that well during its 
life. 
MR. FRAWLSY: The British american corract 
is the same. 


MR, H:RVIE: No, it is not. The contrécts 


the selves vary in some detail but th: general principle of 
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them is it is for the life of the well, with certain 
provisions in case of-over—production and so on. 
TH: CHAT RIAN: Well, we will have a contract 


mut in, I supvose, Mr. Frawley? 


MR. FR OWLEY: Yes. 

MR. HAaRVin: | eS eee edna da cto produce a 
copy. 

MR. PFPRawLiy : | That correspondence between ih. 


Hyde and the British American Company having come to my 
Howcerl wrote a letter to Mn. Harvie: on ‘the eSrdor 
JAUME Y sis.c svc 7 

THe = CHATRuiaN: These are now the wells that 

are under contract. Have we thus far a list of the wells 
fran Which the Royalkte is producing its own or the B. A.? 
MR. FRAWLZY: The B. A. is mt producing any. 
MR. HaRVIE: WOy fo) It owns no well that 
produces. 

MR. FRAWLEY: If we tske the list and with, 
perhaps, some qualifications we can take all the Royalite 
Weli= ests,...but, perhaps, to be exactwabout tit whould 
fie alist showing, that, and ask tires Nolam to pickhetiess 
wells out of the 39 wells classified as to those which 
his company has under contract as on-osed to those which 
they own. That might be the simplest thing. 

TH: CHATROIAN: L-dild not. read throug. thewist, 
I think you have a number of Royalite here, 

MR. FRAWLAY: Yes. 

THE CHAIRMAN: Or else has Royalite Comp«ny 
Limited contracts? 


MR. FRaWLiiy: Yes. 
TH: CHAIRMAN: These six or seven wells, 


whatever it is, would not be und.r contract to themselves? 
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MR. FRAWLEY; No, that is quite true, 

The purpose of this Exhibit was to show the extent to 
Which production faa been tied up. 

THE CHAIRMAN: So it is a list of wells which 
the Royalite is either producing oll from itself or gets 


Oil from under contract? 


MR. FRawLiy: Yes, quite so. With thet 


explanation IT may Tile a supplementary statement 
classifying thesc wells. 

THE CHAIRMAN : Uh, mo». that 1s all right. 

MR. COMME SSTONSR LIPSETT: Does this include all the wells 
in Turner Valley? 

MR. FR iwLEY :. ALL Of tae Ol wells. wou 
understand. 

MR. COMMISSIONER LIPSETT: All the wells that sare 
producing oil. 

UR. FRAWLEY: . Yes. There are what the Con- 
servation Bosrd calls gas wells, producing naphtha, 
Which are not included. 

MR. COMMISSIONER LIPSETT: Is this correct, that there 
ane only four veneoone under contract either to the 
noyalite or to the British american? 

UR, FRAWLBY : Vos... 60 Tar that ds. chrver.. 
There is only one weil that is nov under contractual 

or other arrangement with sae refinery, you see, On 
the bottom of page 2 it indicates there is only one well, 
National 1, thet I have described as not contracting. 
Well, now, in the error that the Chairman has called to 
my attention we had, perhaps, better say Miells not 


contracted or otherwise segregated or otherwise tied up". 


Th. CHARMAN :. Oh, we understand. 


MR. FRALLaY! 
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MR, BRAWLEY ¢ Now, I wrote to Mr. Harvie 


and said this; 


“Court House, Calgary, 
January 23rd, 1939. 


Dear Mr. Harvie: 

I send you herewith copies of corres- 
pondence passing between your client and Mr. P. lL. Hyde, 
G15 B. Centre Street, Calgary. 

I have been infommed-that Imperial 011 
Limited will not load erude oil into tank trucks at their 
rerinery yard in Bast Calgary. I should like to knw 
definitely the attitude of your company as to the con- 
ditions under Which they will sell crude oil to independent 
refineries from the stocks of crude owned by British 
American and stored in Imperial t-nks at Hast Calgary 
refinery. I should also like to know the orice at which 
the crude will be offered tovindependent) refiners desiring 
Go take’ delivery in tank vUrucks. 

Mours Por Uhy , 


J. Jd. PRAALBY, Pe 
Commission Counsel. 


Mr. Harvie was good enough to send that on to Toronte 
and if Mr. Watt were here I would call him but I think 
it might be sufficient if I file the telegram which 
“Mr. Harvie has handed me from theVice -Yresident of the 
British Ameriean in Toronto. The telegram, ony of 
Which I would like to file, is dated Toronto, 27th 


January, 2ddressed to =ir. Harvie, Barrister, Canada Lite 
sf a) P . 


Building, Calgary. 


Tour telegram yesterday stop up to any surplus supply 


aynilable we may have under proration from time to time 
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would deliver under terms letter february 16th last plus 
reasonable overhead stop all crude facilities arranged 
Tor pipe line or bank car deliveries step would not be 
convenient to load trueks except at extra eharge for new 


facilities with guarantee. 
| Gaby." 


(Document in question is now 
marked Exhibit "129", ) 


MR. FRAWLEY: On the same day I wrote Mr. 
Nokan, sending him a copy of tmt letter that I had 
received from Mr. Hyde. I wrote Mr. Nolan as follows: 


"Court House, Calgary, 
January 23rd, 1959. 


Dear Mr, Nolan: 

I send you herewith a copy of a communioation 
addressed to your client by F. L. Hyde, 815B Centre 
Street, Calgary, under date January 10th, 1938. 

Mr. Hyde advises me that he has never reoeived 
any reply from your client although he did have a tele- 
phone convesation with ir. J. H. McLeod and was advised 
that his, Mr. Hyde's, communication had been forwarded to 
Toronto for instructions. 

Would you please t-ke the matter up with your 
client and let me know what the attitude of your company 
js toward supplying independent refineries with crude 
oil from the crude stocks in east Calgary, (a) when 
delivery is to be made into tank trucks and (bd) when 
delivery is to be made into tank oars. Will you please 
also let me know the prices at which crude is available 
to each ¢lass of purchaser. 

It would be very much appreciated if this 
information could be hurried because if I am to deal 


with the matter by evidence I desire to do so before 
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the close of the pipe line case. 
Yours “truly, 


Vi Oe RRA Lay 
Commission Counsel, " 


Mr. Nolan was good enough to wire, because he had not 

got any reply, but as I understand it now, has a state- 
ment to make as to the attitude of his company. 

MR. NOLAN : My instructions came verbally 
end they re To this "effect. “ec are prepared to ser) 
crude tToO.independents, either tank car lots atthe posted 
field price, plus transportation charge ond slus handling 
charge. Then so far as the tank waggons are concerned, 
the situation is that we have not got »roper or adequate 
facilities for tank waggons or tank oer loading at the 
hast Celgary refinery, and whether or not it would be 
advantzigeous to make that investment depends unon the 
demand that there is for tank waggon or tank truck ¢fude, 
and whether it be of sufficient quantity or whether it be 
constant or spasmodic. In other words, whether there 
would be sufficient demand to justify the investment to 


provide that additional service. 


MR. FRAP LLY: firs COULTIS aS" nerc. 
MR. NOLAN: Yes, I asked him to come. 
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Coultis: -3387- 
S. G. JOLTIS, recalled, 

BY MR. NOLAN: I un@-rstand, sir, thot Mr. Coultis 
is required now to go into the question of the proposed 
regulations and the budget for the next year for the 
pipeline department. Before he does that, it oceurred to 
me that, perhapos, it would assist in the point raised by 
Mr. Commissioner Lipsett if I just went back for one 
moment 2nd transported a barrel of oil from the Valley 
and just’ see what happens to it. I do mt wont to prolong 
this. -<ir. Coultis, a discussion arose this morning 
about how this crude - let us take crude - gets into 

our piveline. Now, it is produced from the well and 
comes to the surface of the well of its own accard? 
Yes. 

Then what hanpens to it? 

It is »roduced fram the welk through a separator into 

the producer's tanks at the well. 
Yeor 

From that tank we pump the contents with our oWn pump 
through our gathering line, in some cases to a field 
gathering point, in the South end of the field known 

as NO. 2 or'No. 3 gathering station. 
Yes, depending onthe proximity to that particular station? 
Yes. te as wells are pumped Girectly from the well 
into the tank farm located at the head of the pipeline. 
Yes? 

From that tank farm it is pumped through to Calgary into 
terminal tanks. 

Who pumps it? 

the Rovalite, in every instance. 


amma MO: MoM \ ] j 
wR. COMMISSIONER LIPSETT: Does your company, Mr. Coultis, 
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ao the pumping fron the well to the gathering lines? 
Yes, sir. We place a pump at each oroducing well, where 
it is an isolated well, except under circumstances where 
there is a group Bf separators, such as on the Sterling 
Hesse. ) eve ral of the Sterling wells »>roduce. through 
indivieual separators, which are grouped in the centre of 
that lease. We supply the pump and the gathering line 
to the producer's well or to his separ:tors or tanks. 
WR. WOLLN: : hat ET understood this morning 
Wis that you provided the pump and that they did the 
pumping with their gas? 

Bhegt 18 so; Bir, in some instacnes |, but. we, are finding 
in many instances now there is not sufficient natural gas 
Pa ythe ued Lines, or jother line. or sty thermrodudine 
Welts, St Surficient vressurs to oberatve) the pump: the 
oumps we were referring to are steam sumps opercting with 
naturel gas in the cylinder, which, in many inst*nces, 
requires coOng@iderable nressure. Many weils will not 
vroduce that pressure after coming through the separator. 
In those wells it has been necessary for us to »urchase 
and pl«ce at those loc:ticns oil pumps driven by 4 gas 
engine operxting the pump. 

Butein all cases do you provide the pumps? 

We provide the pumps in ev-ry case. 

and what any well does is just to run the pump? 

It means thet these steam pumps, We set the sump and all 
the operator does at the well is octasionally to pour’ & 
littlo oil on the bearings snd open up 4 valve and let 
the ges circulate throvgh the pump, or shut it off when 
the tenk is pumped empty. 

an or an extra mn at the well 


It does not take a special = 
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ito, notvat all. But it is S0ing to take, and it is now 
taking extra men of ours to Operate the power units, 
because we would nat care to risk a three thousand dollar 
to seven thousand dollar investment in ar engine and pump 
and allow anyone who. is not directly interested in it to 
operate it. We might find it is necessary to circulate 
our oWn men in the districts where these units are 
operating, 

Da ¥ 2-OLAGis That clezas un, Mr. Commissi oner 
biosett., the coint that you roised this morning? 

Dien COM. LS TONGR LirSetr: Yes, 

LR. NOLAN: Now, Will you be good enough 

GO take uxhibit "98" in this case, and discuss it with me, 
I think, perhaps, clause by clause. You have it im your 
hand. 1 donot know whether the Gmmmissioners have their 
GOpes ave 1 Dbes, Lb was: sane time since this. went in, 
Rigas Co cunen ty sxnioit No. "9S an the meoord..of the 
Commissions NoW, clause 1: 

"By the term ‘marketable oil' is meant any crude petroleum 
adapted for refining or fuel purposes, properly settled 
and conteining not more than $ of 1% of basic sediment, 
water or other impurities above a point six inches below 
the pipe line connectbon with Tenderer's tea nke 


The Tenderer being the producer? 


Mee. Sits 

What is this point about not more than § of 1% of basic 
sediment, water or other impurities mabave 4. point. six 
inches below the sipe line connecti on with fenderer's 
tank? what does that mean? 

well, we want oil is free from impurities end water as 
possible. ..nd the point six inches below the pipe line 


connection is © that we Te not drawing tani: botdoms 


into the line. 
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what difference does it sake to your oneration whether 
there is a high percentage of basic Sediment, water or 
other impurities? 

It will gradually fill up our tanks through the system and 
and cut the liners on the valves in the oumps, and in the 
Winter thers is very great danger of freezing and blocking 
our entire system. 

Why do you fix the point at & of 19? 

we fix that point 9s the maximum which we would care to 
take or handle in a country with a climafe that we have 
here. 

awe Lranspor ten agrees ito, accent o11 of an &. P. Ls 
Sravity of Less than 38° and a viscosity exceeding 100 
Gtecces Whatb 1S PoheT 

Zero degre:s Fahrenheit. 

2ero degrees Fahrenheit,"only when transporter in its sole 
judgment considers that it can do so safely, and Trans- 
porter shall have the right, whenever it deems it advisable, 
tO mix discolored naphtha or .other High A.:.1. gravity ora, 
with the Tenderer's oil to such an extent as it considers 
necessary to reduce the viscosity of Tenderer's oil to a 
point where it may be safely pumped through Transporter's 
gathering and trunk pipe lines." \ 
Now, what is A.P.I. gravity, to begin with? “hat do 
those initials mean?: 7 
That means gravity on the method of taking the gravity 
used by the petroleum industry. It is the Baume scale. 

Wh=t does A. FP. I. mean? 

Tha: is the American Petroleum Institute recognized method 

for apnlyi:g that, testa 

What is viscosity? 


Viscosity is the vroperty of the fluid to flow. Fluidity. 
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Q What is the o,urpose of this clause then to reduce A 


NUSC OSL ty? 
A The purnose of this clause is that we might be able to 


handle the oil that we can safely transport throughout the 
field and through the trunk lines to Calgary without 
Suc pace, OF blocking Of the Lines. 

Q and the viscosity is to exceed 100 at zero degrees 
Fahrenheit, eccording to this paragraph? 
If it exceeds 100 then we have the option..... 

q, Of? 
Of refusing that if we consider it too dangerous to 


move at some season of the year. 


(Page 3392 follows. ) 
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Yes, and the same observation.applies to aa wihen has 
a gravity of less than 28°? 
Yes. 
(3)"The transporter will receive for Peet es nee is all 
such marketable oil tendered; provided it shall not 
be required to receive any oil for Shipment from any 
person, firm, corporation or association of persons 
at intervals of less than 3 days except in lots of 
more than 475 barrels each. The Tenderer shall not- 
ify the Transporter 24 hours in advance of the time 
at which Tenderer wishes to tender Transporter a 
Shipment of oil". 
Now what is the purpose of putting in this provisinneof the 
3 days at lots of 475 barrels each? 
It is necessary for our gaugers to make a great many miles 
per day, so in the instance of picking up oil from outlying 
wells it might requife many trips if we did not limit these 
to a certain time of delivery and quantity, a minimum quantity 
in each delivery, in other words the 475 barrels is put in 
there meaning that we will take delivery from a 500 barrel 
tank and can take 475 barrels out of that tank. 
Yese 
"(4) The Transporter will not accept for transportation 
any Tenderer's oil which contains more than % of 1% by 
volume of sediment, water and other impurities." 
That really goes back te the first Clause, doesn't it Nr. 
Couitis? 
Yes. 
And your explanation of Clause 1 applies to what I have just 
read? 


pxactly. \ 
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"All sediment, water and other impurities in exe. ss of 
one-eighth of 1% shall be allowed as 4 deduction fron 
the total quantity of Tenderer's oil delivered to the 
Transporter for Transportation", now what does that mean? 

That means that any producer would be penalized if he had 

one-eighth of 1% of water or B-S. in the water. 

And if it exceeds one-eighth of 1% then there is a deduction 

made from the total quantity delivered by the Tenderer? 

Yese 

"Transporter will not deliver oil to the Tenderer having 
sediment, water am other impurities in excess of 1/2 of 
1% by volume. All sediment, water and other impuritics 
in excess of 1/8th of 1% by volume shall be considered an 
addition to the quantity of Tenderer'’s oil which the 
Transporter shall deliver to the Tenderer". "In excess", 

what does that mean? "shall be considered an addition to 

the quantity of Tenderer's oil"? 

You would make a deduction for your percentage of water 

beyond 1/8th. 

Yese 

Therefore you would be carrying in excess of the measured 

oil that quantity of impurities. 

Yes. "The Tenderer shall deliver all Tenderer's oil to the 

Transporter in as clean a condition and as free from sed- 


iment, water and other impurities as possible. The Tenderer 


will heat ox cause to be heated the crude oil tend rd the 


Transporter for transportation at « temperature which is 


adequate to prevent congealing of the said oil in the 


Trans ; i urner 
lines on its way to the Transporter'’s tank farm in T 


Valley". 
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Is there any danger of this oil congealing in aN oree 
Mr.e Coultis? 
A Very much, sir, in tue winter. It carries 9 high content 
of wax. 
Of wax? 
Yes. 
Ana if it congeals, what is the affect of that? 


It plugs the line. 


"“(5) Transporter will make a test or te.ts for determing 
the amount of sediment, water and other impurities in the 
Oil tendered for transportati on, from an average sample 
from each tank of oil tendered for eaaaapeae thers by the 
use of a centrifuge machine or by the use of any other 
appliance agreed upon by the Transporter and the Tenderer. 
The same method of ascertaining the amount of sediment, 
water and other impurities shall be used when the Trans- 
porter makes delivery of the Tenderer’s oil". What is a 
centrifuge machine? 

A A machine for centrifuging a sample of oil or swinging it 
at high speed, which deposits any impurities hvuvier than 
the nil, oe or Sain impuritics, in the bottom of the 
receptacle where it can be measured. 

Q In other words it is a method of establishing the amount 

of sediment, water or other impurities? 

Yes. 

A recognized method’ 


Yes. 


oo >: gf 


"(6) The Transporter will not be held liable for contam- 
ination of the different products transported in the pipe 
lines by reason of pumping one class of product immediately 


atc aa l= 52) 4 1 
after another product. Transporver way mix Tenderer's oil 
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re 


A 


"with any other similar oil Originating in Turner Valley 
and having a gravity between 38° ana 64.9° a.p.r." 

That arises out of one of these products pushing another 
One out of the line? 

Not altogether, sir. Your oil in Turner Valley varies 
through a wide range from around 39 at the present time to 
64.9. 


Yes? 


And in order to bring that through the lines it igs necessary 


to mix one well's products with another. 

Otherwise you would have to have a separate line for each 
well? 

In a great many cases, yes. 

"(7) The oil shall be measured before acceptance by the 
Transporter for transportation and before acceptance by 
the Tenderer after transportation both in the presenee 

of a representative of each party. The Tenderer will 
furnish at each well necessary waste gas for pumping 

the Tenderer's oil into the Transporter's pipe line at no 
charge to the Transporter, provided the Tenderer owns or 
controls the gas production at such well or wells for 

such purpose". That is the point which you have just been 
discussing with mr. Commissioner Lipsett? 

Yes. 

"(8) The Transporter by its representative shall have the 
right to go upon the premises where Tend@erer's oil is 
produced or stored and have access to any and all tanks 
or storage receptacles for the purpo ve of making examina- 
tions, inspections or tests to facilitate the fulfilment 
of the rules herein set forth". 


Yese 


ell that is self-explanatory? 
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@ (9) When quantities of o11 are measured in accordance 
with Rule 7". | 
That is either by the Transporter for transportation be- 
fore acceptance, or before acceptance by the Tenderer 
after transportation, 
us Said quantities shall be somputed from correctly 
compiled tank tables showing 100% of the full capacity 
of the tanks which may be used from time to time. Cor- 
rections shall be made for temperature, adding or ded- 
ucting at the rate of lf for each 25 degrees in temper- 
ature below or above 60°F." 

Wow what are the tank tables showing the 100% of the full 
capacity of the tanks? 

A Tank tables showing 109% eapacity shows the full Bupaee 
of that tank and each tank is strapped by, by our engineers, 
in conjunetion with engineers of different companies if 
they care to have them there. 

2 didn't catch that, is "strapped"? 

The term "strapped" is used in the business, it means 
measure, that is the capacity of the tank capty, sir, but 
there may be a great deal of "dead-wood" in that tank 50 
every tank may have a differens capacity. "“Dead-wood" 
means heating coils in the tank or inside pipes such as 


swing suction pipes or any coils put in the tank for heat- 


ing purposes or any other purpose. The true capacity of 


that tank igs determined and the 100% volume is worked out 
for this reason that we prefer to know and have the producer 
know that that tank hes an accurate capacity of 100%. The 
reason for that also is that in many companies where there 
is a variation of one or two per cent as in our Gase, they 


will "strap® the tanks which takes thet into consideration, 
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but it is simply to eliminate figuring that 2% out and I 
believe that we are much better to work On the true capacity 
of that tank and figure it, and then there is no confusing 
Pepe parrvel Of oj] tn any. tank. 
MAJOR LIPSHTT: [It means that the outside capacity 
measure.~ by the diameter in length, might be so much, but 
there would be a certain amount less than that and for---= 
"Dead=wood". 
For what you call "dead=-wood" inside? 
Yes. 
In the way that this provides for you getting the actual 
net capacity of the tank? 
The tables from those measurements are made so that every 
inch of foot represent s exactly so many barrels of oil. In 
every instance the table would be made, our tables are all 
of the accurate capacity of that tank and we fignre any ded- 
uctions which may come by reading-~-= 
In. the percentage you have actual figures? 
Yes, we have actual figures. 
MR. NOLAN: Then the basis is i% for every 25° 
in temperature? 
Yes. 
Is that a fair percentage to take? 
Oh that is the recognized method adapted by practically all 
the pipeline companies in the United States that = have 
looked up in the Inter-State Commerce Commission and is 


recognized by the Inter-State Commerce Commission. 
As being a proper deduct ion? 


Yes. 
MR. NOLAN: "(10) It is further agreed that the Transporter 


will deduct 1% by volume of all oil which is delivered to it 
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"Tor transportation by the Tenderer and will be responsible ,- 
subject to the provisions of kules 6 and 9 hereof, for the 
delivery to the Tenderer of ths quantity xf oil equivalent 
to the quantity accepted by it for transportation less such 
ljo deduction". 
Now that is the pipeline loss deduction that we have dig- 
cussed here? 
A That is the deduction made to cover pipeline losses, yes. 
"(11)+-- 
MAJOR LIPSETT: ire Nolan, before you pass from 
that ir. Coultis, I understand the idea about this pipeline 
loss, it is that the pipeline compantes should be fully 
protected but on the othe hand it should not make a profit 
in that pipeline loss, in other words that it’ should be 
as near as it san be an accurate measure of the loss, is that 
aL as 
A I believe that that is the intention, sir, but it is rather 
difficult, it is a rather difficult thing to answer 
accurately what would be the correct percentage on any system. 
This system is a relatively new system, particularly the 
gathering system of the crude oil. Our pumps are new, our 
tanks are either new or newly built and naturally at the 
present time they are working in the very best condition we 
ever hope to have them working in» 
Q In fact I think they are a great credit to you, lir.e Coultis, 
I think I can say that? 


A Probably too good, 
Q The reason I interrupted you, Mr. Nolan, is this, that in Mr. 
Plotkins' brief there is a suggebtion that that pipeline 


percentage loss should be adjusted periodically so as to cor- 


respond either to the net gain or the net loss of the company, 
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I do not know if you would like to ees any opinion 
upon that? | 

A Well we have been very fortunate due to the good operations 
of the men working for me and we have not had much trouble 
in the wey of losses and we have had no fires. ve have had 
one break that ran over £000 barrels in the one break. 

Q MR. NOLAN: When? 
THE CHATHwAnN: That is leakage? 

A A broken line. | 

Q wR. NOLAN: when? 

4 arly this Spring. 

Q iG was in the Spring of 1938? 


A Yese 

Q It was in May? 

A Yes. 

Q MAJOR LIPSETT: Well would a periodical revision 


of that either up or down, would that be helpful in taking 
care of a special loss, if one unfortunately did occur? 


A Well it would be a question how, I do not know just how often you 


woul@ wish to revise that. 
Q Let me just see if I can find what sire Plotkins suggests 
here, it is on page 7 of the second part, lr. Nolan. 


MR. NOLAN: axeuse me a moment until I find it, 


yes. 
Q MwA JOR LIpSsre: Just the last couple of lines of 
the centre paragraph on that page, he says "with respect to 
deductions for pipeline losses ane suggestion would be to 
have the overages or shortages made up periodically prorata 


tc the shippers", it seems to me that possibly your point 


about a very heavy loss might be taken care of, and on the 
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other hand you might get nearcr to eoeuraey 4f this pipoline 
figure was adjusted rf ovata up or down every six months 
or three months or whatever would be the period. 

A It would be rather difficult, sir, because if you take 
your losses, your leakage, breaks and fires into consider 
ation you would still have your evaporation to consider, 
Which is much heavier, Should be much heavier in the 
warmer months of the year than in the winter months and I 
rather think that we would have to take them over a 
reasonable period to arrive at anything and the operators, 
Bir, ~ I do not mind saying that I would like to see the 
evaporation or the loss rate set just a little bit on my 
side, rather than having me going to the producer and teli-~ 
ing him that "I lost 2000 barrels by leakage and in a fire 
10,000 and would he please give me back some of the money", 
I would like to have a little velvet there to take care of 
a bad mess. 

Q I agree you should and I was just thinking whether the 
principle suggested here, that the pipeline rate, and as has 
been suggested by the Price, Waterhouse too, that the pipeline 
rate should cover the actual charges and that this pipeline 
loss should be treated separately? 

A Well I think, sir, that already has been adjusted. It has 


been adjusted from experience and operations, «at has been 
adjusted donwards from 2 to l. 


Q Yes. 
And if given a reasonable period I think sir, that could be 


worked. 


Q Apparently that 1% on the present through~put, Mr. Coultis, 


givea you shall I say a substantial margin, whether it is 


too much or too little I do not know but a susbtantial margin. 
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Well since that 1% was put in, sir, we have had no breaks 
of any kind and I do “ot know what condition we will meet 
throughout this winter on these lines from heaving and this 
breakage. 

I am quite willing to say that should be provided for? 

I would like to see it spread over a great enough period 

so that we could hit a safe average before I would want to 
accept that. 

Perhaps you would not like to express am opinion now, per- 
haps you hive not considered it or would not like to express 
any opinion upon this question of a periodical revision? 
well--> 

Or what the period shomld be, if there was such a periodical 
revision? 

I would not like to put it sir, as a minimum less than 6 
months? 

Perhaps you would not approve of it at all, iir. Coultis? 
Well I am entirely open, on that, but I would like to see 
the operating conditions before I would commit myself on 

it because there is a changing condition there in Turner 
Valley .fn the days past we were handling very light products. 
Now w: huevo an oil that has a wide variation. As your oil 
Lecomes heavier your evaporation is decreased but your 
breakages will not necessarily decrease, they will increase. 
At the present time, if these regulations were put in xs 
they are with this 1% say, it seems to me that the only way 


of altering that would be by an application to the Utility 


Commissioners to fix a new rate» On the other hand if there 


was some fairer method which would take care either of a 


large profit of this kind on the one hand or a large loss 


| through fire on the other, that it might be well to have it 
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considered at all events and it may be to the advantage of 
everybody to have so... method of adjusting that in the 
percentage over three months or six months or some other 
period. 

Well I believe that the loss rate was adjusted voluntarily 
whea it was shown that it was piling up an extra. I would 
not like to see that adjusted in less than a six months! 
period and preferably a year if possible. 

Would you think, or have you considered it, would you think 
that with the possibility of an adjustment over 6 months to 
a year, that that would be an advantageous method? 

I think it would be a very fair method, sir. 

It might «eliminate the necessity for another inquiry before 
the Utility Commissioner about a subsidiary matter and yet 


a very important matter? 


Yese 

MAJOR LIPSETT: I am sorry to have interrupted Mr. 
Nolan. 

WR. NOLAN: No, sir. 

MR. NOLAN: You have made an examination into 


pipeline loss rates in other pipeline companies? 


Yese 


What is the rate that is usually alloted? 


From 1 to 3% sir. 


Do you know of any instunces when it is less than 1%? 


Ho,’ i do not. 
"(11) Transporter, at any time after receipt of a shipment 


of oil"+-— 


THE CHAIRMAN: what was that you said, Mr. Nolan? 


MR. WOLAL: I was asking Mr- Coultis if in his 


examination of pipeline tariff and regulations he had coe 
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across any situation where the pipeline loss rate was 
less-than 1% and he ¢ ia™no", lr. Chairman, the rate 


varies from 1 to 3%. 


THE CHAIRUAN: The loss rate. 

WITNESS: ; Yes, the loss rates 

Mike NOLAN: That has already been put in. 
THE CHAIRMAN: Tho 1 to 4%. The oil is given you 


and it goes through your line and that is lost in tran- 


sportatiion. 

MR. NOLAN: The rate of deduction for logs 
varies from 1 to 3%. 

WITNESS; In any tariffs that I have looked 


through, sir. 


Q THE CHAIRMAN: 1 to 3%, the rate of deduetion for 
loss? 
A Yes. 


& Now when you were looking at that, did you look to See what 
the experiences of those companies were as to whether or 


not the deduction was adequate or too much? 
A Those figures were not available, sir, in any of these 


tariff regulations. They were simply regulations. They did 


not give the result. 


Q It would be necessary to know, standing alone it proves 


nothing, they may be all accumulating a lot of oil or suffer- 


ing a great loss? 


Mire NOLAN: Yes, a major disaster. 


THE CHAIRMAN: . Yes, quite and unless you have the 


further information it is not of great value. 


WR. NOLAN: T have a note here that that infor- 


mation is not available in the Tariff and Regulations which 


have been the suodject of your examination. 
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A No. 

Q Because that figure would not be given there, would it? 

A Noy it would not. It is an agreed figure approved by 
some governing body as being applicable to that particular 
line or operation. 

Q TH CHARA: Are you sure of that, are you sure 
a Government body intervened? 
WAJOR LIPSETT: Or approved? 
WITNESS: “ell I was referring to the Insterstate 
Commerce Gommission that passes on practically all of these 
regulitions or rules which I have read. 

3) THE CHA TRAN: Yes, but you got this out of the 
Inter-State Commerce list, I suppose? 

A What I am referring to now, sir, yes, the different rate, 


this was not taken out--- 


(Go to No. 3405) 
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THS CHalRiian: we are told with respect to the 
Pave for transportation, for example, whav ae ee in those 
lists have not necessarily been ever p:ssed upon by the 
Inter-State Commerce Commission, they sre listed there 
because they are rates in force to which objection has not 
been taken? 

Yos'. 

Now, does the same apply to this? 

Yes, it would. I probably should not have applied that 
term. 

WR. NOL’: what you are saying, Mr. Coultis, 
Wevrind it in the’ books amd we, perhaps, wrongfully 
assumed it had the stamp of approval of the Inter-State 
Commerce Commission because it was in their book? 

Yes. 

But the evidence in this case is that, perhaps, that is 
not so, that it is simply in. the books and stands in the 
book at the figure at which it is in the book because 

no objection to it has been taken by anybody? 

Yes. 

THE CHALRMAN: and that may equally a»yply to 
your rate of deduction? 


Absolutely. 
MR. NOLAN: are there any regulati ons in the 


book, whch you have looked at, obtaining to the St:te of 


Montana? 

T have the State of Montana regulations. tL .am nat sure 
whether I nave it here. 

sre they fixed by a body set up by that State? 

No, I do mvt believe so. 


What fixes them, the State itself? 
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A No, I believe the pipeline publishca their ratcs and thoy 


were allowed to st-nd. 


€ 


Well, ve will look at that and see what the answer is. 

cat a is Transporter, at any time after receipt of a shipment of 

oil, may tender and in any event not later than three weeks 

from date of such receipt, upon 24 hours notice to the 

Tenderer, shall tender, oil for delivery from its common 

stock at Calgary terminal st the rate of not exceeding 

6,000 barrels per day of 24 hours." 

Now, what situation does that propose to take care of, 

this is "The transporter may tender"? 

A The tenderer delivers a shipment of oil or asks that a 
shipment of oil be moved from the field to the terminal 'g 
tankage. 

a Yes? 

A [ter receiving it in that terminal tankage we wish to 
be vrotected for a short space of time for making that 
delivery, which I assume would only be exercised in the 
case of accident or fire. You might tender o11 for 
delivery to-day and ask that it be delivered to you the 
first thing to-morrow morning. 

q 16s" 

A Which cannot be done in most instances. 

Q Yes, so that there has been @ limit put upon the amount 


which he may require to be delivered out of the storage, 
that is what it means? 


A Yes. 


And that is set out "6,000 parrels per day of 24 hours."? 


A Yes, thet 1s to prevent probably many customers all 


ordering great quantities of ob @bT in sone ay. . 


Like a run on the Ba nk? 


A Yes. 
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Q 


"Should the Tenderer refuse or be unable to take delivery, 


fransporter agrees to store the oil in its storage tanks 
free of charge for seven days after such notice. Thereafter, 
ititendérer is stil} unwilling or unable to accept delivery 
of oil from Transporter's terminal tankage, Transporter 
Will charge Tenderer demurrage as follows:- 

On all oil tendered for delivery and remaining 
undelivered, at the rate for the first ten days, beyond the 
free period of seven days, of 1/10 of 1 cent per barrel; 
during the next ten days at the rate of 2/10 of 1 cent per 
barrel;and thereafter at the rate of 5/10 of 1 cent per 
barrel for each day of 24 hours or fractional part thereor." 
Where do you obtain guidance 3s to this storage rate of 
70 OF l cent, incréasing in tenths to S/10 er dient: 


in the first place we give a full week of seven days. 


Teco te right. 


Free. 

Yes? 

And practically 211 pipeline eompanies from the terminal 
tankage have a penalty imposed to cover the storage and 
handling and risk of handling the oil. This is deducted 
largely from different rates set up .by different pipeline 
companies to cover this similar work. 

Me tivnk that ys “clear. 

(ie) " The Tenderer will have its oil stored in tanks 
on the respective properties from whieh the Tenderer's 
Oil is to be taken and will deliver same at said tanks 
to" the meee and the Transporter will accept and 
transport said oil up to tGovernment Allowable. *"" 
That is to take. care 

Yes. 


"If the canacity of the Transporter's pipe line system 
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from time to time is less than the combined cap: city 
required by ail the Tenderers tendering the Transporter 

oll for transportation, the Transnorter shall have the 
right to aseupt on = oro rata basis such tenders of oil 

aS all the fenderer's may offer for transportation." 

That means that if the oil tendered to you exceeds the 
capacity of all these lines they are to be allowed to 
transport on a pro rata basis? 

ess 

"The tenderer shall accept the above proration of tenders 
of oil for transportation whether required by the Transporter 
or by @ny authoritative Governmental agency." 

(135) The Trensporter shajl not be liable for any claim 
made more than 30 days after delivery of oil to the Tenderer. 
why do you limit that to 30 days? 

Because if any complaint should be registered with us 
Within 50 days; so that we can take action on it, or-know 
what the custcmer is complaining of. 

Hoa *ereaine vito the ground of the conplaing, 

Yes. 

And 4f it was heft for a lone time it might Degai cult 

to ascertain what the facts were at the time? 

It probably would be. 

(14) O11 will be accepted for transportation only when 
free from all liens and charges.” 

Well, that is self-explanatory® 

Yes. 

(15) The Transporter shall have a lien on all oil received 
from the Tenderer to cover’ all charges payable by the 


Tenderer to the Transporter hereunder and may withhold 
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delivery of ssid oil until said charges are paid. If such 
charges shall remain unpaid for more than thirty days 

efter Transporter has rendered his invoice to the Tenderer 
for same, the Transporter after 5 deys notice to the 
Tenderer of any such sale shall sell said oil at its option 
either at a public auction at the office of the Transporter 
on any day not a legal holiday and not less than forty-eight 
nours efter “ublication of notice ina daily newspaper oF 
eeneral circulation sublished in Calgary, or by privacde 
Sale. 2b a orice equal to the orice posted by Ings rae 
Orlin ted..for crude o1) in the Turner Vale tere i. 
like gravity plus transportation charges to Tenderer's 
Calgary storage. The notice of sile shall give tne time 
and place of sale and the quantity of oil to be sold, 

From the proceeds of the sale the Transporter may pay 
itself .ll charges lawfully accruing and all expenses 

of said sale end the balance will be paid to the Tenderer.” 
is that a usual clause? 


Ves. 


(Page 3410 follows.) 
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"16. Trensportex shail not be liable for failure 
to perform hereuncer if prevented by fire, strikes, 
accidents, Acts of God, or any othe. cause be yond 
Now the purpose of bringing the resul- 
ations to the attention of this Comnission, Sir, is 
because perhaps there has not been put before you 
anything of an informative nature of this kind. ve 

are not saying to the Commission thet is what this 
regulation should be, but we have attempted to dreft 

from existing regulations what ve think are appropriate 
and proper rez;ulations to be applied if the rate is being 
fixea. IJ think I should pause there because there are 
some guestions thet lir. trawley vouid Like to ask before 
going on to the next matv.er of the budget. 

Pes Oi Lak flys Before you start, lur. Fraw- 
ley,. have copies of this been given to Mr. Hervie 

and to Mi. Plotkins* 

a ona eA & copy vas given to ir. 
Plotkins just yesterday. Did Mr. darvie get one! 

12 HARVIas: lL have received..a. copy, 

Mr. Cheirman. I have submitted it in the wast and 1 
expect instructions eitner today or tomorrow with 


respect to it. 


TUGe oun dees ah, Oe Sie wO you Want this eriss- 


cross exetiination to procsed until you nave had a chgence.... 


I think probably there 


ie erat VL. 
4s no need to postpone it. It may be. that DT will want 
to ask some questions in the morning. 


bd Was A Lae ak? ell you vill have to mske 


up your mind as to thether you vant to cross-examine 
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S. G. Coultis. 


him. I do not tnow that we are concerned with 
regulations. Hovever, we are glad to have them here. 
PheNOLAT: My difficulty is just 
what is going to heppen to my future rate. I know th t 
you will report on the rate and whether we go then to the 
Board of Public Utilities is something that I no: do 
not know. I suppose this is a matte» which should 

very properly come before a Board of that character 
fixing a rate, and as I have said twretofore this 
Matter may never get before the Board of :ublis Utilities! 
Commissioners, but it is informative in any event. 

di -CHR IRMA 2: Oh yes. I just want to be 
clear that those who are presently using the line, ur. 
Plotkins and Mr. Harvie's client, be thoroughly familiar 
Wen yt. If 2 is put in at all it is worth vhile their 
examining it and cross-examining on it as they see fit, 
and giving any evidenée they may see fit. 

WR HARV: In that connection I 
think it is essential there should te such regulations 
with any rate. I think it is the usual practice and a 
necessery practice. The detail of these regulations 

has to be considered in connection with the class of 

oil thet is being transported, and everything else 

that goes into this particular picture. If your 
recommendation is one as to the figure of &@ rete alone 
and we can speak later to the regulations on which 

thet rate will be applicable is one Situation. On 

the other hand if you are dealing with the Waole 
situation es to the rate and reguletions in connection 


with that rate we will have necessarily to deal with 


the me ter immedistely- 
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THs CHAIR: It is not my memory 
that there is anything in our Commission that recuires 


us to deal with regul: tions. 


Pe etAn Vas This is part of the rat>. 
It must be. 
THs CuALRUAN: Perhaps so. ‘‘6 will have 


to use our own judgment about that. In the meantime 
V6 Will receive the evidence. All I want to Kno 4s 
that everybody - in cas: ve should be of the opinion 
we would ever be concerned with it - it is well that 
everyone concerned should have an opportunity of 
making such examination as they may see fit of this 
witness or giving any evidence of their own. I am 
not promising we will make any regulations, and I am 
not saying that +e will not. But we will do exactly 
as we think fit and exactly what we think is our duty 
to do when the time comes to do it. In the reantime 
we will receive all the evidence you have to offer 
with respect to it. Ma jor Lipsett suggests the Con- 
servation Board might be concerned also with seeing 

a8 GOpy of these regulations. 

Payee eta Ve Yes. y view at the 
moment is I see nothing in the Commission - but 
perhaps it is not necessary for me to say at the 
moment - there is nothing in the Order-in-Council 

or Commission that reguires you to submit regulations. 
It may be that you think it is the proper thing for 
you to do for the guidance of the Lieutenant-Governor- 
in-Council. 

THs GHALRLAN: It is conceiveble, so 


we are receiving it. 


T=2 
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S.G.Coultis. ~8413~ 

© eRe FREULAY: Am I to understand now 
that this proposal, this proposed pipeline tariff - 
that is wheat it really is, 1G 48 (8. cari ent 

bs Yes. 

Q Because it contéins the rates as well as the regulations 
under which the rate shall be payable‘ 

& Yes. 

Q Or subject to which the rate is pé yablet 

A tes. 

& Ami to understend it will teke tne place of any special 
contract - ve only know of one at the moment, the one of 
the 1Stn of September, 1956, with the British American 
Company? 

4 Deago Moy Know that it would take the plece jor arE 
contracts. It would probably eliminate the necessity 
of making a lot of contracts thet otherwise would be 
unnecessary, operating under these regulations. 

TH QUA TR: Ae: There are only two 
thet you cowld possibly have at the momsnt, or are 
Tiere, tareet The Nnenet@anaaean I guess carried 
some through, whether under contract or not it does 
rot appear. 

Ci tee MUL: At tne moment you could 
have three, perhaps?’ One to the Imperial, one for the 
British American and one for the Lion’ 

A “Me have tvo contrects that 1 knov of at present. 

Q Which two are they* 

& The Imperial and the BA. 

G Is there a contract with the Imperial? 


& Vell I eannot swear to that sir. 
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oe Gs Coultis. 


G. That question was asked some other witness, WAT 
Coultis, and I think we were told there was not any- 
thing in writing. 


4 fe Nsve no copy if there is. 


Q You have only the one contract, the one with the British 
American’ 

ry Yes. 

Gj. THE CHAIRIAN: wasn't that something you 


were TO Look up? 

Mee OL AT: No. I think when that 
was discussed it was settled there was no written 
agreement betveen these two companies. 

Q aca sy “hat 1 suggest is, if 
Something of the sort of txhibit "96" ds approved 
by this Commission, or the Public Utilities' Board, 
that it will take the place of any Special contract 
of any kind with any company? 

4 Vell it gives the pipe line division Some assurance 
of the type of business and the method that they 
are carrying their business on. 


Moble- That.18 quite Pight, ur. coubtie ees 


OQ 


Peedi He comes a contract with the people who 

offer you oil .for delivery. If those ar: the 
conditions tmposed, and if they accept the conditions, 
which they vould do by giving you oil, and pay you 
your rates, then you have a contract, a series of 
contrects of this sort? 


A Nes: 


Tee CTR ATs I suppose the witness 


might very reasonably say that these coulé be conditions 
= vu 


attached to ea contract of a much wider Gheraocter, as in 
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an insurance policy for example, where there are 
statutory conditions, but there is a contractual power 
over and above that. . | 
et ae Try: Shall I make myself 
cleer, lany of the things covered by these special 
contracts with the British American are now included 

in your proposal, wxhibit "98" 

At least similar ones, yes sir. 

Some of them almost identical? 

Yes. 

so that today would you be satisfied to carry 
British American Oil, with sufficient protection under 
ixhibit "98" or something of that sort, and scrap 

Hie COntracth, sehidit seblco not Know What dt ase now, 
which is presently in existence with the British Ar rican 
Os tig 

Vel] I would not rant to go so far es. to say serap their 
contract or anyone's contract. But it would not be 
necessary to write out a oontract at such great length. 
You could refer to these rules and regulations under 
which this oil would be moved. 

Are you not prepared to offer the facilities ort wour 
pipe line and impose the same conditions upon all 
people offering oil: 

The same conditions to all people, yes sir. 

And all companies? 

Yes sir. 

The British American Oil Company as fer aS you are 
concerned gets and is going to get ne privileges 


over ang above any other company with oil to put 
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eae G. Coultis. ~S416~ 
through your pipe Line? 

A No sir. 

Q So that what you are suggesting is that this should be 
considered a stennena regulation? 

A Mas: 

Q Or call it a contract? 

A Covering all of them. 

Q There would not be any necessity of any special contract 
with special companies? 

A “ell some tenderer might wish other special concessions 
that might come up later, that I am not aware of now, 
Where it might call for a special contract. 

G You are virtually now holding yourself, your company out, 


or your Division out as a common carr ier by offering 
this proposal are you not? 

Tint. NOLAIS No, We “are Tot, "air, oat 
may answer that question for the witness. 

THis CHA IRMA: | I do not suppose this 
witness can say. He has not said he is an executive 
O27 200i. 

De fe TS S No. ‘Of “course, Fam at a 
loss now, frankly, in view of my friend's answer,1I 

do not understand what the special concessions would be 
unless they were approved by the Public Utilities 


Board. 


IOLAT: If at any time it ig found 


proper to declare this pipe line to be a common carrier, 
in our submission to this Commission, the tariff appli- 
cable to that which ts declared a common oarrier shall 
consist of two things, a rate plus regulations. <:e 


respectfully offer as information an analysis of the 
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regulations which ve think might then be applicable, 

Pie PRAVWILAY S oO. that this sxhipit “g3e" 

is not to 60m: into existance unless and until the 

Pipe Line Division is declared to be a comion carrier? 

fs that so? 

Poe NO LAT : | That is so. 

MR. FRAWLSY: Then aft3r you have become 
& common carrier and the regulations, iJxhibit "@8".... 
TH: CHS IRMAN: If and when you do. 

Q MR. FRAWLEY: Yes, if and when you have 
become a common carrier and Uxhibit "98", if and When 
Exhibit "98", or something similar to it becomps. th4 
svandard set of regulations, then. l. pul --it touvous 
Mr. Coultis, will there be any need for any special 
concessions over and above the conditions in ixhibit 
"98" which would he des Veer to give to eny company 
transporting oil through your pipe line. 

THE CHAIRMAN: Whieh you Know of? 
You are just a witness. You are not binding your 
company? 

4 Oh no. Not unless the tenderer desires some special 
privilege of handling his oil, possibly in the field 
or at this end of the line, in some pirticular method. 

Q MR. FRAVLSY: You would like to hold 
yourself free to give him that coneessi on? 


A I would not want to tie myself down to meet every 


condition with this set of regulations. 


THe CHAIRMAN: Your superior officers 


might think of a lot more before that time came? 


A Yes. 


Q MR. FRATLEY:_ Now just to run over 
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these, I have a very small number of suggestions to 

make to you. ‘ill you look at Number 4 where you 

Say you will not accept for tr rsportation any tenderer's 
oil which contains more than one-half of 1% by volume 

of sediment, water and other impurities. S11 sediment, 


water and other impurities in excess _f 1/8 of 1% 


“Shall he allowed as a deduction. It is suggested to 


me 1/5° of Ljo might be substituted there. ‘shat do 

you think about that? 

No. I prefer to have one-half as a maximum and 1/8 

as the allowable. I think that governs the situation 
in Turner Valley amply. 

The complete suggestion that has been made to me is 
that the low should be 1/5 of 1% and the high .5%. 

That is a half of 1%. Wow Number 6. Clause 6. 

"The transporter Will not be held liahle for contam- 
ination of the different products fransported in the 
pipe lines by reason of pumping one class of product 
immediately after another product. Trinsporter may mix 
tenderer's oil with any other similar oil originating 
in Turner Valley and having a gravity between 388 and 
aed ek sae 

It is suggested to me it does not protect crude naphtha 
moving. Do you think it does? 

It protects it to the extent that otherwise it would be 
necessary tc build separate crude naphtha lines to 


the source of the crude naphtha, which would be prohibitive. 


And following that this is the only reasonebl3 suggestion 


é 
you can make’ 


Yes. 
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Ge Coultis. 


THE CHALRMAN: What is the meaning of the 
line on the top of Page 2? 

He cei Gays _ "The tenderer shall deliver 
all tenderer's oil to the transporter in as clean a 
condition and as free from sediment, water and other 
impurities as possible." 

Mae CCMILCSIONER BIPSETTs Does that mean all the 

Oil tendered or all his ofl? 

biice bella Gib YS What do you mean by that, 
Mr. voultis? Do you mean all the oil he has to tender 
must be in as clean a condition and as free from sediment?‘ 
That means, sir, that we would ask the producer to take 
@ll re:sonable precaution to deliver into our lines 

his oil in as clean a condition as possible. or insténce, 
many of the wells are acidized, and t that time they 
bring out a great dg-.1 of calcium chloride. The spent 
acid. Calcium chloride is left because of the effect 

of the hydrochloric ecid on the lime. ‘ve would ask 

him to drain or blow thet out and not deliver it into 

our pipe lines. It would also me@n in the event of a 

new well coming in, which would be bringing a greet 

deal of mud and water along with the oil and omulsicn, 
that if he put that mixture in his tanks he would at 
least allow the tank to set a sufficient length of 

time, after being warmed to settle out the water 

and mud from other units. 

hie. COMMISSION 4 LLIPSE?T: As you interpret it this 

is a reasonable protection for the pipe line? 


Yes. 
I was wondering whether it »as open to the other inter- 
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pretation that he is bound to tender all the oil he 
had. 

ay PRAVLEY: And it is under some 
other p rt of your comp. ny that your company as a 

crude oil buyer obtains its supplies? 

Absolutely. 

You are not concerre.d with that? 

“@ are not concerned only with oil that we are asked to 
move . 

Mr. Coultis I do not think tmt there is anything else 
at all that I wish to ask. It is suggested in Clause 
ll in the second paragraph of Clause 11. On ell oil 
tendered for delivery and remaining undelivered at 

the rate for the first 10 a:ys, beyond the free period 
of 7 days, of 1/10 of 1 cent per barrel; during the 
next 10 days at the rate of 2/10 of 1 cent per barrel, 
and thereafter at the rate of 2/10 of 1 cent per 

barrel for sach day of 24 hours or fractional part 
thereof. It is suggested to me that is high, but 

not so bad. 

¥ do not think it is so bad. 

MR. NOLSN: High, but not too high. 
tie Paes wos That is all. 

Ma. HARVIS: Mr. Coultis, “Mr. Frawley 
has just brought up the question as to whether under 
Clause 6 of this contract you are allowed to mix oil of 
gravities between 38° and 64.9" &»P.I., and your 
explenation was satisfactory, but that does not include 
the other product that is being brought in from the 


field through one of your lines, absorption gasoline? 


Yas. 
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q And that there is no provision made in these reguintions 
in connection with the transportation of thet product. 

A “ell that product at the present time is only being 
handled by the two companies and you are asking that 
your own product from your own plant be brought in 
Subject to the conditions that we oan bring it in under. 

& That will be the occasion for a special agreement? 

4 Yes. 

Q In other words that would be a fsir and proper case 


for a special agreement or an extension of these regulI~ 
ations’ 

A Yes. This only applies to crude oil, and the products 
mixed with it, which would be discoloured products. 

Q In connection with the pipe line loss under clause 10, 
Mr. Frawley I think intimated at one time rather than a 
flat charge of 1 or 2% that possibly you would allow a 
reserve that would be sufficient to look after any 
major catastrophe that might be anticipated - or it 
might have becn one of the Commissioners = and then 
once that reserve was set up and found sufficient, that 
there might be a distribution of the surplus every 
three, six or twelve months. ‘ould that be preetical? 

A Yell it might be if the reserve reached the point where 


we felt we were amply safeguarded. 


2) ‘hat would you anticip te might be the size of a major 
loss* 
A That is rather a difficult thing to estimate. 3 6 inoh 


line conteins about 182 barrels per mile, and breaking 
over those hills you could drain 10 to 15 miles of line 
ine break before you get to it and stop it possibly. 


‘ould your guestion also include danages thut might 
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arise from that breek? 

L would think it should include everything, yes. 

That is anything that is not covered possibly by some 
form of. other insurance. 

I would be hesitant to guess on that damage, what it might 
amount to. 

It would’be a difficult thing would it not® 

Yes. 

there is a possibility ee something like that might be 
worked out end it might be feasible‘ 

It is possible, yes, 

ie Aes al Ys Lt intended to ask you some- 
thing about that end I am sorry I forgot it. As ir. 
Commissioner Lipsett put to you a short time ago, it is 
only intended as a protection or safeguard sgainst Loss 
of the product in transportation. Loss of product is 

dt not? 

Loss of product, yes sir, through many causes, I believe. 
Ves,. through a break inthe Line and a whole topjor 
Gauses.. Svaporetion, leakage and so on 

Yes sir. 

Now that being so, as 4 have always understood it is not 
the desire or it was not the intention that there should 
be any big profit piled up out of this deduction‘ 

1 do wmot believe so, 

“@1L don't you think it would be a@ quite feasible thing, 
having regard to your past experience - and - Will call 
your attention to the fact in 1967 your actual experience 
was .98% and in 1938, the first nine months, .525%0 - 
having that in mind don't you think your company could 


arrive at what a proper reserve would be to keep for these 
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contingencies. eke it just as large as was thought 
reasonable but to distribute the belance from time to 
time, even every twelve months, as is suggested. Is 
there anything fundamentally wrong with that? 

A Mr. Frawley, from an operating Stendpoint I do not think 
it is fair to consider the operations with referenee to 
losses, or operations of the year 1938 and the yeer 
1957, or enything previous to that date, because you 
are operating under different conditions. 


a “hat do you mean by that? 


A Because today you are covering a great wrea with a 
gethering system, taking products of many tanks and 
handling it es much as three times through different 
sets of tanks, which are all subject to leakage and 
loss. ‘“shereas in the older days you were taking 
your products largely from one point. 

eh Yes. Then perhaps your experience, perhaps this low 
actual loss or low percentage of loss in 1967 and 1938 
may not be a very complete gyide to what your figure 
for 1939 or 1940 should be. But giving due revard to 
311 of the factors which occur to your mina, it should 
he possible to arrive at an amount more than which your 
Company does not desire, but less than whieh your 
Company does not desire to go below. 


I think you are quite right if you go over a long enougn 


4 
period. ‘-e have just completed 1958, and that PSs Tcally 
our first year of handling crude ona large scale, and 
I hesitate to state what our losses may be. 
3 q I do not think 4t could be proceeded with usefully in 


any more detsil. You see nothing wrong with the principle 
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of the thing? 
A I think that possibly it could be worked out providing 
we got sufficient information from actual operating 
experience to work it out ONe 
And tc build up a reserve intelligently? 


Yes. 


i 


Mi. COMMISSION: LIPS#TT: vuhat I was putting to 


QD 


him was not quite so much building up a fund and just 
distributing it. What I-was asking his opinion on 
was @ v:.riable percentage of deduction. That is to 
say it is 1% at the moment, and might go up to 2% 

to cover a substantial loss or it might go down to 
half of 1%, if it was proven too much, and that that 
could be adjusted without any further hearing in 

&’ months or o months or whatever was a reasonable 
period based on actual experience. 

ME. FRAWLSY: vell that seems a very 


good suggestion. 


tee COMMISSIOL eR LIPsSarts It was only a suggestion 


for consideration. 


Ee 


money out of it ana I would like to help the Company 


FRA lis YR No one wants to make any 


bring about that condition. 


= ig ay ; 
27 .WOLAN There was one point came 


Ow) 


up in the discussion with the Ghairman, the question 
of damage claims. I do not think that has been 
mentioned to any extent. ‘shat you are referring to is 
if there is a break in the line on a farmer's iioue,. 
amongst his crop, or on the roadvay or ina stream 


there might conceivably be damage claims against the 
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Pipe Line Department for damage caused by the flow of 


this product over the land or into the stream or over 


the road? 

A Yes. 

Q MR. FRAULEY: But that is purely 
operating costs, which comes out of your rates? 


4 That is entirely attributable to the break in that 
lize. 

Q Oh yes. 
And the loss of the oil. 

Q If you have a new coupling to put in you put it in and 
that goes into your operating costs? 

A It might also cost a wheat field. But you cannot estimate 
what it would cost breaking on the highway. 

Q, You have got something in that. I see legal and audit 
fees. You have to pay a lawyer sometimes if you damage 
a farmer's field. That is one of your.indirect costs 
which we are having trouble allocating? 

A I am not an accountant. 
THe CHAITHIAN: And if I were you I would 


not be led up that alley either. 


MR. PFRAVLEY: Do not Peeres. Lt, shin. 
Coultis. 
TH CHAIRMAN: din, Plotkins, any questions 


of this witness? 


MR. PLOTKING: Yes, 1 have a’few questions. 


THs CHAIRMAN: Have you had an opportunity 
to study that? 


A I have, briefly, yes. 
THis CHAIRMAN: Then we will proceed with 
that in the morning» 


(At this stege the tearing was adjourned until 10.30 &.M. 
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